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APPENDIX 
Annual  Meeting  of  hie  Members  or  the  National  Tax  Association 


FIRST  SESSION 

Monday  Evening,  October  14,  1935 

Henry  F.  Long,  President  of  the  National  Tax  Association, 
presiding. 

President  Long:  The  twenty-eighth  annual  conference  of  the 
National  Tax  Association  will  be  in  order.  Singularly  enough,  the 
National  Tax  Association  saw  to  it  that  confusion  which  might 
arise  in  the  organization  of  a  conference  would  be  prevented, 
through  a  provision  in  its  by-laws  that  the  president  of  the  asso- 
ciation should  be  the  permanent  presiding  officer  of  the  national 
tax  conference  held  each  year  under  the  auspices  of  the  association. 
I  say  this,  because  otherwise  I  might  be  somewhat  embarrassed  in 
accepting. so  preemptorily  and  automatically  the  position  of  presid- 
ing officer.  It  is  forced  upon  me  and,  like  Caesar  of  old,  I  accept 
it,  and  accept  it  because  the  National  Tax  Association  has  provided 
for  it. 

It  may  be  well,  as  some  few  are  coming  into  the  room,  for  me  to 
suggest  at  the  very  outset  of  this  conference  that  the  National  Tax 
Association  is  an  association  of  persons  interested,  through  the 
years,  in  the  problems  which,  for  the  lack  of  a  better  title,  may  be 
called  tax  problems,  but  divided  into  three  major  parts,  the  first  of 
which  may  be  spoken  of  as  the  theoretical  part,  the  vision  of  what 
may  be  possible,  by  way  of  revenue  source,  to  care  for  the  realiza- 
tion of  another  dream  as  embraced  by  governmental  activity.  The 
second  relates  to  the  administration  of  tax  laws  by  the  tax  admin- 
istrator ;  and  then,  thirdly  there  is  the  point  of  view  of  the  tax  payer, 
who  either  voluntarily  or  involuntarily,  willingly  or  unwillingly, 
contributes  directly  or  indirectly  to  the  cost  of  government,  in  the 
incurring  of  which  we  all  take  part. 

Those  three  classes  of  people  are  meeting  in  these  conferences, 
that  is,  the  tax  gatherer,  if  you  want  to  use  that  term;  tax  admin- 
istrator is  perhaps  'a  better  term ;  the  person  dealing  with  the 
academic  side  of  taxes  and  the  economics  of  taxation,  and  the  tax 
payer,  all  under  the  umbrella  offered  by  the  National  Tax  Asso- 
ciation gather  in  these  conferences  and  may  freely  express  views. 
You  may  hear  many  views  expressed  before  the  end  of  the  confer- 
ence that  you  do  not  agree  with,  but  we  have  purposely  devised 
this  conference  as  an  open  forum,  permitting  those  from  all  parts 
of  the  country,  all  interested,  to  express  here,  through  the  medium 
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of  discussion,  after  the  prepared  program,  all  theories  of  taxation. 
We  have  nothing  to  sell;  we  have  nothing  that  we  want  you  to 
agree  to;  you  come  here  freely;  and  only  to  the  extent  that  your 
mind  is  stimulated  by  what  you  hear  here,  will  you  be  at  all  com- 
mitted to  anything  that  is  done.  Later  in  the  session  occasion  will 
perhaps  be  presented  to  say  something  a  little  more  of  what  the 
National  Tax  Association  stands  for,  but  we  do  want  you  to  know 
at  the  outset  that  it  is  merely  an  association  of  which  we 
hope  all  of  you  will  become  members.  Incidentally,  the  member- 
ship carries  with  it  the  Proceedings,  published  annually,  which 
you  will  see  taken  down  here  by  the  official  stenographer — all  the 
papers  delivered  at  these  conferences  and  the  discussions,  in  their 
complete  form,  offering  probably  the  finest  example  of  tax  research 
that  there  is  in  the  entire  nation,  and  then  the  Bulletin,  which  is 
published  by  the  association  each  month,  with  the  exception  of  the 
summer  months,  coming  to  you  regularly,  with  things  of  current 
interest  to  you.  That  all  goes  with  your  membership.  I  should 
not  have  said  that  we  have  nothing  to  sell,  because,  while  we  have 
nothing  to  sell,  we  do  want  all  interested  to  become  members  of 
National  Tax  Association,  and  those  who  are  members  to  promptly 
pay  their  dues.  We  do  not  intend  to  ask  anything  in  the  way  of 
membership  dues  except  that  which  is  sufficient  to  take  care  of  our 
Proceedings  and  the  Bulletin.  All  the  rest  of  the  work  is  done 
without  any  expense  at  all  and  is  voluntary  in  its  nature. 

Now,  by  the  same  token  that  I  have  usurped  the  chair  of  the 
presiding  officer,  as  provided  in  the  by-laws  of  the  National  Tax 
Association,  I  have  also  to  introduce  to  you  Mr.  Walter  G.  Query, 
the  secretary  of  the  association.  By  virtue  of  that  office  he  be- 
comes the  permanent  secretary  of  this  conference.  I  will  ask  Mr. 
Query  to  stand  up,  so  that  you  can  see  him.  It  is  one  of  the  few 
chances  that  you  have  of  having  a  secretary  that  you  are  not  re- 
quired to  express  a  preference  for.  You  must  take  him,  whether 
you  like  it  or  not. 

It  is  well,  perhaps,  to  suggest  that  the  official  stenographer  is  also 
provided  by  the  National  Tax  Association.  So,  with  that,  we  say 
to  you,  now  gathered  in  national  conference,  that  you  can  proceed 
with  the  conference  as  you  like.  It  is  nevertheless  controlled 
somewhat  by  these  preliminary  things  laid  down  for  the  national 
tax  conference.  Later  we  will  call  attention  to  some  of  the  rules 
and  regulations. 

One  of  the  first  things  that  interests  us  in  going  to  any  part  of 
the  United  States  or  Canada,  when  we  go  there  for  our  conference, 
is  to  not  pass  over  the  threshold,  even  though  the  door  is  opened, 
until  we  have  had  permission  to  enter  the  recesses  of  the  com- 
munity, and  because  of  that  it  has  been  the  practice  to  ask  that 
the  Governor  of  the  commonwealth  welcome  us. 
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It  is  true  that  we  have  come  across  the  borders,  some  riding  in 
parlor  cars  and  some  on  the  bumpers,  but  we  all  get  here  somehow 
or  other.  Nevertheless  we  feel  that  we  like  to  have  a  welcome, 
and  our  situation  is  perhaps  something  outstanding  tonight,  in  the 
opportunity  which  is  presented  to  me  of  presenting  to  you  tbe 
Governor  of  this  commonwealth. 

Now,  Oklahoma,  as  the  age  of  states  go,  is  not  old.  Oklahoma, 
however,  I  think,  has  everything  that  most  any  state  of  the  Union 
has,  with  possibly  the  exception  of  a  seaport,  but  it  may  be,  with 
the  enterprise  of  the  Oklahomans,  that  they  may  ultimately  have  a 
seaport.  I  should  not  be  at  all  surprised,  with  the  enterprise  I 
have  seen  about  this  very  delightful  city,  that  ultimately  that  might 
come  to  pass. 

In  respect  to  all  of  the  things  that  make  for  good,  Oklahoma 
seems  to  have  them  in  abundance ;  and  while  we  have  had  promises 
in  the  past  in  many  of  the  states  that  we  have  visited  that  the  gov- 
ernor would  be  present  to  welcome  us,  it  has  not  been  the  case,  I 
think,  with  but  one  exception,  in  the  last  twenty  years  or  so,  or  I 
should  have  known  something  about  it,  that  the  governor  has  given 
up  his  many  duties  to  come  and  welcome  this  group,  even  though 
the  conference  is  representative  of  the  Union  and  all  of  its  states, 
and  Canada,  and  some  of  our  insular  possessions;  but  tonight  we 
have  the  great  pleasure  and  privilege — and  it  seems  to  me  a  rare 
privilege — of  having  a  man  to  welcome  us  to  Oklahoma  who  him- 
self has  created  a  place  in  the  statesmanship  side  of  our  American 
life  which  is  enduring  and  will  endure  during  the  years. 

We  have  come  tonight  to  Oklahoma  and  I  am  extremely  proud 
of  the  opportunity  of  introducing  to  you  Governor  E.  W.  Marland, 
who  will  welcome  you  to  the  State  of  Oklahoma. 

Governor  E.  W.  Marland  (Oklahoma)  :  My  friends,  I  am  going 
to  attempt  to  do  a  little  more  than  just  welcome  you  to  Oklahoma. 
I  am  going  to  deliver  a  paper  on  a  subject  in  which  we  are  all 
deeply  interested. 

ADDRESS  OF  GOVERNOR  E.  W.  MARLAND 
OF  OKLAHOMA 

Oklahoma  is  honored  in  your  selection  of  our  state  as  host  to  this 
important  conference  on  taxation.  As  we  measure  chronological 
age,  Oklahoma  is  a  young  state.  The  peculiar  conditions  under 
which  our  state  has  so  quickly  grown  in  population  and  developed 
its  resources  have  caused  our  political,  social  and  economic  arrange- 
ments to  be  continually  in  process  of  change.  Oklahoma's  mistakes 
in  political  and  social  management  are  mistakes  to  be  expected  of 
adolescent  age.  The  growth  of  our  state  into  maturity  at  this  par- 
ticular period  in  social  history  may  prove  to  be  an  advantage,  inas- 
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much  as  we  are  prepared  to  make  adjustments  in  our  state  govern- 
ment more  easily  than  can  older  states  of  settled  habits  and  con- 
victions. 

I  am  informed  that  it  is  the  custom  of  your  organization  to  give 
considerable  emphasis  in  your  discussions  to  the  tax  situations  and 
problems  of  the  states  of  the  immediate  section  of  the  country  where 
your  conferences  are  held.  I  observe  in  the  program  that  you  are 
to  have  discussed  several  topics  directly  related  to  the  tax  situation 
in  Oklahoma  and  in  our  neighboring  states  of  the  Southwest.  To 
have  our  own  local  problems  fully  and  freely  discussed  by  men  who 
are  in  close  touch  with  the  tax  problems  of  states  throughout  the 
Nation  and  of  other  countries  should  aid  us  here  in  the  Southwest  in 
improving  our  state  revenue  systems.  For  this  interest  which  your 
conference  manifests  in  our  local  tax  problems,  the  people  of  Okla- 
homa and  of  the  Southwest  are  grateful. 

This  conference  by  its  very  nature  will  draw  a  proportionately 
large  number  of  delegates  from  Oklahoma,  Texas,  Kansas,  Missouri, 
Arkansas,  Louisiana,  and  New  Mexico.  The  coming  together  of 
these  delegates  from  our  immediate  section  of  the  country  should,  it 
seems  to  me,  yield  helpful  results.  By  experience  we  are  learning 
that  the  tax  problem  of  a  particular  state  is  larger  than  the  state 
itself.  We  know  here  in  Oklahoma  that  we  cannot  build  a  sound 
and  equitable  tax  system  without  taking  into  consideration  the  tax 
situation  in  bordering  states.  I  am  sure  that  our  neighboring  states 
are  fully  aware  of  this  condition  from  their  own  point  of  view.  So 
long  as  the  states  depended  primarily  upon  revenues  derived  from 
taxes  levied  upon  real  estate,  it  was  possible  for  a  state  to  go  along 
in  its  tax  program  without  much  concern  about  what  was  happening 
in  adjoining  states.  The  comparatively  recent  changes,  however,  in 
tax  policies  and  programs  have  greatly  altered  this  whole  picture. 

The  drive  for  property  tax  reform  is  succeeding  beyond  our  most 
fancied  hopes.  Let  me  use  a  local  illustration.  The  people  of  Okla- 
homa in  August,  1933,  by  constitutional  amendment,  abandoned  the 
property  tax  levy  for  state  purposes.  We  had  a  low  limit  on  the 
ad  valorem  tax  rate  for  state  purposes  even  before  this  amendment 
was  adopted.  Accordingly,  we  have  been  forced  to  seek  revenue  for 
the  support  of  the  state  government  and  the  state's  increasing  share 
for  the  maintenance  of  the  public  schools  from  other  sources.  For- 
tunately, our  state  constitution  made  liberal  provision  for  flexibility 
in  building  our  tax  system.  We  turned  away  from  the  real  estate 
tax  for  state  revenues  to  what  might  be  called  "  special  taxes  " — 
gross  production  tax  on  petroleum  and  gas  and  other  minerals,  in- 
heritance tax,  corporation  and  individual  income  tax,  and  other 
special  taxes,  including  a  one  per  cent  sales  tax.  These  special  taxes, 
however,  were  in  operaton  before  the  abandonment  of  the  state  ad 
valorem  tax,  but  when  we  lost  the  revenue  to  the  state  from  the 
property  tax  it  was  necessary  to  increase  the  revenues  from  these 
special  sources. 
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It  is  not  my  purpose  to  discuss  the  Oklahoma  tax  system.  This  is 
a  topic  which  will  be  considered  in  special  papers  which  I  feel  sure 
will  present  a  complete  picture  of  our  local  tax  system  with,  no  doubt, 
full  consideration  given  to  legislation  recently  enacted.  I  have  ad- 
verted briefly  here  to  Oklahoma's  revenue  system  in  order  to  develop 
a  background  for,  shall  I  say,  a  kind  of  "  unofficial  "  wish  I  was 
about  to  express  a  while  ago ;  namely,  that  this  conference  will  cause 
the  delegates  of  the  southwestern  states  to  focus  their  attention  on 
some  of  the  larger  tax  problems  which,  it  seems  to  me,  are  of 
common  concern  to  the  people  of  the  states  of  this  region. 

Perhaps  I  should  be  more  explicit  in  explaining  the  wish  I  have 
just  expressed.  To  this  audience  it  is  trite  to  mention  the  trend 
toward  larger  units  in  the  levying  and  administration  of  taxes. 
Recent  shifting  from  property  to  income  and  other  special  taxes  for 
the  support  of  governmental  services  has  brought  forward  some  new 
questions  which  are  perplexing  legislatures  and  state  executives. 
From  a  practical  point  of  view  the  real  property  tax  has  at  least  the 
one  virtue  of  having  a  rather  fixed  base,  against  which  the  tax  is 
levied.  Property  cannot  easily  run  away  from  tax  levies,  but  we 
all  know  this  is  not  the  case  with  some  of  our  new  types  of  taxes. 

During  recent  months  I  have  had  some  experiences  in  the  reali- 
ties of  this  special  difficulty  I  am  now  discussing.  In  our  search  for 
additional  funds  to  replace  the  revenue  lost  to  the  state  by  reason  of 
the  abandonment  of  the  property  tax  and  to  meet  the  needs  of 
minimum  standards  of  social  security  for  the  whole  population,  men 
have  come  to  me  to  express  all  sorts  of  fears  and  warnings.  I  was 
told  that  if  Oklahoma's  income  tax  went  any  higher  our  income  tax- 
payers would  move  to  Texas  where  they  would  not  have  to  pay  any 
state  income  tax,  or  to  Kansas  where  the  income  tax  rate  is  lower 
than  in  Oklahoma.  These  men  told  me  that  we  should  drive  our 
taxable  estates  and  intangible  wealth  out  of  the  state  by  an  upward 
adjustment  of  inheritance  tax  rates.  Then  when  we  got  to  the  con- 
sideration of  the  sales  tax,  they  warned  that  the  sales  tax  would 
kill  the  retail  trade  along  the  state  boundaries.  In  planning  our 
revenue  program  in  the  last  legislature  it  seemed  impossible  to  avoid 
a  rather  marked  increase  in  the  gross  production  tax  rate.  But  to 
raise  the  gross  production  tax  rate  as  was  proposed,  I  was  told, 
would  ruin  the  petroleum  industry  in  Oklahoma  and  impoverish  large 
groups  of  our  population.  And  so  go  the  expressions  of  threats 
and  warnings  of  dying  industry,  of  wealth  running  away,  of  trade 
channels  drying  up,  when  a  state  sets  to  work  to  remedy  its  financial 
ills. 

This  condition,  it  seems  clear  to  me,  points  definitely  toward  the 
necessity  for  a  workable  and  working  plan  of  cooperation  between 
the  states  of  a  region  in  tax  policies  and  programs.  By  region  I 
mean  an  area  in  which  fairly  uniform  conditions  prevail  as  to  gov- 
ernmental service  needs  and  as  to  sources  of  public  revenue.     The 
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Southwest  is  such  a  region — Oklahoma,  Texas,  Kansas,  Arkansas, 
and  within  certain  limits,  Missouri,  New  Mexico,  and  Louisiana. 
The  people  of  Oklahoma  and  Texas,  for  example,  have  essentially 
uniform  needs  for  public  services.  Both  the  real  and  potential  eco- 
nomic resources  of  these  states  are  strikingly  similar.  Is  it  not 
possible  for  states  of  a  region  in  which  fairly  homogeneous  conditions 
prevail  to  move  together  toward  a  more  uniform  tax  program?  I 
am  persuaded  that  the  changing  conditions  will  force  us  to  get  to- 
gether on  tax  legislation  and  administration. 

The  first  stage  in  this  developing  plan  of  cooperation  will  be  the 
coming  together  of  tax  students  and  tax  administrators  for  confer- 
ences on  common  problems.  The  second  stage  will  have  been 
reached  when  legislative  committees  and  governors  of  the  states  meet 
seriously  to  consider  legislation  for  more  uniform  lax  laws  in 
regional  areas.  My  guess  is  that  the  time  is  not  far  away  when 
we  shall  be  thinking  and  planning  in  terms  of  regional  tax  systems. 
The  third  stage  in  this  development,  I  sometimes  imagine,  might 
possibly  bring  legislation  in  the  nature  of  agreements  between  the 
states  which  will  make  it  possible  to  build  a  regional  tax  system. 

I  realize  that  many  legal  and  practical  difficulties  stand  in  the  way 
of  full  cooperation  between  the  states  in  tax  legislation.  It  seems  to 
me  a  favorable  sign,  however,  that  our  tax  administrators  in  adjoin- 
ing states  are  workng  closely  together  in  certain  tax  matters  like 
the  administration  of  tobacco  taxes,  liquor  taxes,  and  automobile 
license  taxes.  May  I  leave  with  you  the  serious  proposition  that 
sooner  or  later  we  shall  be  forced  to  make  a  regional  attack  on  some 
of  the  most  troublesome  of  our  tax  problems. 

Perhaps  you  would  expect  me  to  discuss  with  you  at  least  briefly 
some  of  the  particular  financial  problems  of  Oklahoma;  for  example, 
the  state  debt  situation,  recent  tax  legislation,  and  plans  for  the 
future.  I  should  prefer  that  others  on  the  program  outline  for  you 
our  local  situation.  With  considerable  risk  of  being  misunderstood, 
I  choose  to  discuss  briefly  a  topic  of  a  broad  and  general  nature,  re- 
lating to  current  trends  in  government  and  taxation — a  topic  which  in 
some  quarters  is  not  at  all  popular.  Whether  we  like  it  or  not,  one 
of  the  chief  concerns  of  government,  both  national  and  state,  as  far 
as  we  can  see  into  the  future  will  be  that  of  collecting  taxes.  I  go 
all  the  way  with  those  who  believe  in  a  constructive  program  of 
economy  in  government.  Let  us  make  certain,  however,  that  we 
have  a  proper  understanding  of  what  economy  in  government  means. 
The  masses  of  our  people — the  taxpayers,  big  and  little — must  come 
to  understand  that  economy  in  government  means  exactly  the  same 
as  economy  in  private  business  management.  Economy  means  wise 
management  and  bears  the  same  application  in  public  affairs  as  in 
private  business  and  personal  affairs.  I  submit  that  conferences  of 
this  kind  can  well  consider  plans  which  would  make  it  possible  to 
get  firmly  fixed  in  the  channels  of  public  opinion  the  correct  under- 
standing of  what  an  economy  program  in  government  means. 
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It  seems  to  me  rather  sensible  in  these  times  that  all  of  our  people 
get  a  positive  view  with  respect  to  government  services  and  public 
expenditures.  In  our  eagerness  to  win  the  war  against  high  taxes, 
we  may  find  that  from  a  social  point  of  view  the  victory  will  be  an 
empty  one.  We  might,  if  we  are  not  cautious,  lose  more  than  we 
gain.  Let  us  think  of  taxes  as  we  think  of  other  payments  which 
we  make  as  individuals  every  day.  We  pay  our  pledges  to  churches. 
We,  of  course,  buy  necessary  food  and  clothing.  We  buy  automo- 
biles, pay  repair  bills  at  garages,  and  meet  every  week  our  gasoline 
and  oil  bills.  We  purchase  admissions  to  shows,  athletic  games, 
and  so  on.  In  all  of  these  payments  we  think  of  what  we  are  getting 
for  our  money.  For  every  payment  we  feel  that  we  get  income  or 
benefits.  We  weigh  our  expenditures  against  the  benefits  which 
come  from  our  purchases. 

But  rarely  do  we  do  this  when  we  pay  taxes.  We  think  of  tax 
payments  and  consider  them  heavy  and  impossibly  high.  When  have 
we  weighed  the  benefits  we  receive  from  government  against  our 
total  tax  outlay?  What  does  this  comparison  show?  If  we  have 
children,  they  are  permitted  to  attend  public  schools,  without  tuition. 
If  we  live  in  town  and  own  property,  we  have  the  benefits  of  fire 
protection.  We  have  police  protection.  We  have  free  access  to 
publicly  maintained  streets,  highways  and  bridges.  Our  rights  in 
property  are  protected  in  the  courts.  I  wish  it  might  be  possible  to 
induce  Mr.  Average  Citizen-taxpayer  to  keep  an  accurate  account 
for  one  year  of  the  amount  of  money  he  spends  for  strictly  non- 
necessities.  Then  I  wish  he  might  place  this  total  along-side  his 
total  tax  payments.  I  feel  certain  that  if  this  comparison  were  fairly 
made,  our  tax  payments  would  not  be  considered  as  an  economic 
burden.  I  remember  reading  a  number  of  years  ago  a  statement  of 
one  of  America's  leading  economists  to  the  effect  that  good  gov- 
ernment costs  something  but  it's  worth  it,  and  that  normally  and 
generally  the  masses  of  the  people  get  more  for  their  tax  dollars  than 
they  receive  for  any  other  dollars  they  spend.  The  more  I  have 
tested  this  statement  in  my  own  observation  and  experience  the  more 
I  think  it  is,  generally  speaking,  true. 

It  seems  strange  that  it  should  be  difficult  for  the  people  to  get 
this  positive  view  toward  government  services  and  public  expendi- 
tures. It  is  amazing  how  little  effective  knowledge  citizens  gen- 
erally have  about  their  government.  It  should  not  be  difficult  for 
people  to  understand  that  government  can  be  properly  considered 
as  a  kind  of  super-cooperative  agency.  Into  the  government  treas- 
uries— federal,  state,  county,  municipal,  school  district — we  pay  our 
taxes.  You  pay  your  share  under  the  law;  I  pay  mine.  Now,  what 
does  government  as  a  cooperative  social  agency  do  with  these  funds? 
Well,  we  elect  by  popular  vote,  directors,  so  to  speak,  who  are  com- 
missioned to  use  these  cooperatively  created  public  funds  in  provid- 
ing certain  services — police  protection,  schools,  highways,  bridges, 
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streets,  scientific  services  of  all  kinds,  health  services,  inspection  of 
foods  and  drugs  in  the  interest  of  safety,  and  so  on  almost  without 
end.  I  am  saying  that  by  means  of  our  cooperative  effort  through 
the  agencies  of  government  we  can  make  an  outlay  which  we  call 
taxes  and  get  more  for  our  money  than  we  could  get,  acting  sepa- 
rately and  independently. 

I  suggest  that  in  the  expansion  of  government  services,  when  such 
expansion  promotes  the  general  welfare,  we  have  one  of  the  finest 
evidences  of  the  progress  of  civilization.  It  is  an  evidence  that  men 
have  learned  how  to  cooperate  for  the  common  benefit  of  all.  It 
demonstrates  the  economy  of  unified  action  in  paying  our  dollars  into 
a  general  fund  to  be  used  to  provide  services  for  the  whole 
population. 

No  doubt,  some  of  you  are  saying — "  All  this  sounds  good  but 
what  about  waste  and  extravagance  in  government  ?  "  We  must 
admit  that  there  are  thousands,  yes,  millions  of  dollars  wasted  in 
government.  And,  of  course,  waste  cannot  be  defended,  whatever 
be  its  guise — whether  in  government,  in  family  management,  or  in 
personal  affairs,  or  in  the  management  of  corporations.  Let  us 
frankly  grant  that  there  are  very  many  dollars  wasted  in  govern- 
ment. Many  government  officials  and  employees  are  unprepared  for 
their  jobs — parasites  on  the  public  bounty.  But  while  we  are  think- 
ing of  unwise  and  wasteful  expenditures,  let  us  examine  other 
sources  of  waste.  What  about  waste  in  family  living  habits? 
Think  of  the  examples  which  can  be  seen  every  day  of  the  lavish 
expenditures  for  non-necessities.  What  about  waste  in  the  manage- 
ment of  personal  affairs  ?  Then  look  at  the  evidences  of  extrava- 
gance in  mismanagement  of  business. 

We  hear  a  great  deal  about  graft  and  waste  in  government,  but  I 
submit  that  by  and  large,  our  public  business  is  better  managed 
from  the  highest  functions  of  the  Federal  Government  down  through 
the  state  to  the  smallest  township,  than  is  the  whole  of  private  busi- 
ness. All  of  our  political  scandals  of  looting  the  public  treasuries — 
federal,  state,  and  municipal — fade  away,  in  compaison  with  mis- 
management and  graft  in  private  business  and  corporate  activities. 
Some  of  the  grafting  and  stealing  in  private  business  has  been  ex- 
posed, but  the  general  public  is  still  ignorant  of  much  that  has  gone 
on  behind  the  scenes.  It  is  a  fair  question  to  ask  to  what  extent  the 
economic  depression  from  which  we  are  now  recovering  was  due  to 
socially  irresponsible  and  unsound  business  management?  I  do  not 
have  time  even  to  attempt  to  answer  this  question.  Think  it  over 
for  yourself.  It  is  my  view  that  the  case  against  political  manage- 
ment in  favor  of  the  supposed  virtues  of  private  management  has 
not  been  established  by  any  means. 

I  am  not  contending  before  this  group  of  tax  students,  tax  admin- 
istrators, and  citizens  interested  in  tax  problems  that  governmental 
expenses  should  be  maintained  at  a  level  which  makes  possible  waste 
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and  extravagance.  If  we  are  to  have  true  economy  and  honesty 
anywhere  in  our  national  life,  I  think  citizens  have  a  right  to  demand 
that  these  standards  and  patterns  of  economy  and  honesty  be  set  in 
the  management  of  public  affairs.  But  let's  be  certain  that  we 
move  toward  economy  in  government  on  a  basis  of  sound  public 
policy.  Let  us  face  frankly  the  realities  which  the  changing  times 
are  creating.  As  government  expands  its  activities,  touching  our 
personal  and  business  affairs  every  day,  it  becomes  increasingly  im- 
portant that  we  have  better  government — better  government  services, 
better  government  finance,  better  government  administration. 

During  the  last  few  years,  as  we  all  know,  there  has  appeared 
throughout  the  country  a  growing  demand  that  government  serve 
as  an  agency  in  guaranteeing  minimum  standards  of  social  and  eco- 
nomic security  to  all  the  people.  It  occurs  to  me  that  this  trend  in 
government  may  be  one  of  the  important  results  of  our  experiences 
during  the  period  of  economic  depression.  The  security  function  of 
government  is,  of  course,  one  of  the  oldest  and  most  primary  func- 
tions of  government.  Until  comparatively  recent  times,  however,  we 
thought  of  the  security  function  of  government  in  terms  of  security 
against  foreign  invasion  and  domestic  disorder  and  security  of  per- 
sonal and  property  rights.  However,  when  we  examine  closely  the 
social  welfare  legislation  during  the  past  half-century  in  both  na- 
tional and  state  governments,  we  are  impressed  with  the  evidence 
of  a  continuing  enlargement  of  the  security  function  of  government. 

I  am  referring  here  to  this  apparently  quite  overwhelming  demand 
that  government  provide  facilities  for  general  social  and  economic 
security,  because  it  has  a  very  definite  connection  with  our  tax  prob- 
lems. In  my  judgment  it  will  be  futile  to  resist  this  rising  surge 
toward  social  and  economic  security  through  government  with  a 
campaign  under  the  slogan :  "  It  costs  too  much  "  or  "  We  can't 
afford  it  ".  As  I  see  the  situation,  it  is  the  function  of  statesmanship 
frankly  and  courageously  to  face  the  realities  of  this  mass  movement, 
with  the  view  to  directing  it  along  lines  which  will  yield  the  largest 
possible  gains  for  the  general  welfare.  Proponents  of  social  security 
are  convinced  that  our  economic  system  has  capacity,  if  properly 
managed,  to  guarantee  a  minimum  of  security  for  all.  The  people 
are  looking  to  government  as  the  proper  agency  through  which  a 
portion  of  the  social  income  can  be  diverted  for  the  purpose  of  pro- 
viding the  necessary  means  for  minimum  security  guarantees.  They 
see  that  if  our  capitalistic  economic  system,  with  its  tremendous 
productive  capacity,  functions  in  such  a  way  as  to  cause  laborers 
who  own  little  property  and  those  who  are  incapacitated  by  reason 
of  illness,  injury,  or  the  infirmities  of  age,  to  exist  at  or  near  the 
poverty  line,  it  becomes  the  clear  duty  of  government  through  its 
taxing  power  to  collect  into  the  public  treasuries  sufficient  revenues 
for  the  protection  of  all  against  loss  of  income  due  to  unemploy- 
ment, injury,  illness,  or  old  age  incapacity. 


10  NATIONAL  TAN  ASSOCIATION 

As  I  interpret  the  trend  of  the  times,  government  is  becoming 
more  and  more  an  equal  partner  with  private  initiative  and  industry 
in  the  orderly  operation  of  our  capitalistic  economy.  If  we  turn  a 
deaf  ear  to  these  demands  for  security  and  ignore  the  temper  of  the 
so-called  under-privileged  masses,  in  my  opinion,  we  shall  assume 
the  risk  of  losing  the  best  elements  in  the  capitalistic  system.  It  is 
my  conviction  that  all  of  these  circumstances  require  that  all  of  our 
people  assume  toward  government  services  and  taxation  a  more 
positive  attitude. 

Probably  not  one  of  us  would  seriously  propose  that  the  principal 
function  of  our  capitalistic  economic  order  is  that  of  making  some 
of  us  very  wealthy,  to  the  economic  disadvantage  of  the  masses.  I 
think  we  can  all  agree  that  the  paramount  purpose  of  an  economic 
system  is  that  of  maintaining  per  capita  production  and  consump- 
tion at  as  high  a  level  as  our  resources,  technology,  and  managerial 
skill  can  possibly  provide.  The  ideal  tax  system  is  one  which  will 
not  operate  to  prevent  the  realization  of  this  objective,  one  which 
aids  both  production  and  consumption  of  wealth  and  services.  In 
directing  the  development  of  our  changing  capitalistic  order  we 
may,  indeed,  discover  that  the  tax  system  can  be  employed  in  balanc- 
ing the  best  in  an  individualistic  economic  system  with  the  desirable 
objectives  of  a  socialized  economy.  Taxes  may,  therefore,  yet  prove 
to  be  not  the  burden  but  the  bulwark  of  a  progressive  capitalism. 

As  we  go  about  the  task  of  raising  public  funds  to  provide  for 
these  increasing  government  services  it  may  be  necessary  for  us  to 
modify  our  thinking  concerning  the  time-honored  theories  and  prin- 
ciples of  taxation.  It  has  never  appeared  logical  to  me  to  separate 
this  demand  for  security  legislation  from  what  I  like  to  think  of  as 
the  spreading  principle  in  taxation.  If  government  is  to  act  as 
the  agent  of  the  people  in  providing  minimum  guarantees  of  security, 
surely  it  is  not  improper  to  expect  that  all  of  the  people  shall  have 
a  share  in  paying  taxes  to  support  this  security  program.  I  realize 
that  many  tax  experts  and  students  will  not  agree  with  me  in  my 
advocacy  of  the  sales  tax.  I  recognize  that  in  effect  the  sales  tax 
is,  for  a  very  large  portion  of  our  low  income  groups,  essentially  a 
gross  income  tax.  I  recognize,  too,  that  the  sales  tax  in  its  opera- 
tion is  considered  regressive,  that  it  bears  relatively  heavier  upon 
the  poor  than  upon  the  rich.  Nor  am  I  unmindful  of  the  social 
upheavals  in  the  history  of  mankind  which  have  arisen  from  onerous 
tax  burdens  laid  upon  the  masses.  In  past  times  the  revenues  de- 
rived from  these  intolerable  tax  burdens  on  the  people  were  not 
administered  by  government  for  the  benefit  of  all  the  people.  Taxes 
were  levied  for  the  maintenance  of  expensive  royal  courts  and  for 
armies  and  navies.  But  in  our  own  times  public  revenues  are  looked 
upon  more  as  a  fund  to  be  expended  for  general  social  benefits  of 
all  the  people.  Taxation  in  both  its  methods  and  purposes,  in  this 
age  of  democracy,  is  quite  different  from  the  taxation  of  ancient 
times  and  of  the  earlv  modern  centuries. 
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It  is  my  view  that  if  the  masses  of  the  people  are  to  expect  gov- 
ernment to  guarantee  for  them  the  security  which  they  desire,  then 
it  logically  follows  that  these  same  masses,  all  of  them,  should  con- 
tribute in  taxes  their  small  portions  in  the  creation  of  the  security 
fund.  The  sales  tax,  while  it  has  its  weaknesses  and  difficulties  of 
administration,  has  the  decided  advantage  that  it  provides  a  base 
which  spreads  out  over  the  entire  population  and  at  the  same  time 
makes  it  possible  for  large  total  revenues  to  be  collected  in  small 
contributions.  The  sales  tax  is  open  and  above  board.  People  know 
when  they  pay  the  tax.  They  should  appreciate,  too,  that  in  the  pay- 
ment of  the  sales  tax  they  are  investing  in  their  own  social  and 
economic  security.  From  this  point  of  view,  it  is  less  a  tax  in  the 
true  sense,  and  more  a  contribution  or  investment  in  their  own  se- 
curity. It  has  always  been  my  view  that  any  regressive  effects  of 
the  sales  tax  should  probably  be  more  than  offset  with  progressive 
rates  on  net  incomes,  inheritances,  and  so-called  surplus  profits. 

Said  a  prophet  of  old,  "  Come  now,  let  us  reason  together  ".  Let 
us  reason  together  about  the  enlarging  scope  of  government  functions, 
with  the  necessarily  increasing  public  revenue  to  support  these  func- 
tions. This,  it  seems  to  me,  is  the  central  problem  of  our  modern 
civic  life.  We  need  to  reason  together  in  a  conference  of  this  kind 
concerning  those  things  which  we  want  government  to  do  for  us 
and  concerning  ways  and  means  of  providing  the  necessary  funds 
with  justice  to  all.  The  soundest  idea  or  theory  of  government  I 
know  anything  about  is  this — in  all  that  we  undertake  to  do  through 
the  agency  of  government,  we  must  plan  and  act  for  the  general 
welfare.  The  only  fair  measure  of  whether  taxes  are  too  high  or 
too  low,  of  whether  one  kind  of  tax  should  come  down,  another  in- 
creased, new  taxes  added  and  old  taxes  taken  off,  is  to  be  found  in 
the  central  idea  of  the  preamble  of  the  fundamental  law  of  the  land — 
"  Does  it  promote  the  general  welfare?" 

Distinguished  guests,  it  is  a  distinctive  honor  and  a  genuine  pleas- 
ure for  me  to  extend  to  you  on  behalf  of  the  people  of  Oklahoma  and 
of  the  entire  Southwest,  a  most  cordial  welcome  to  Oklahoma. 

Chairman  Long  :  During  the  moment  that  you  are  relaxing,  the 
screen  on  the  back  wall  is  going  to  be  raised  to  take  care  of  the 
overflow. 

It  seems  to  me  that  I  should  express  to  his  Excellency,  the  Gov- 
ernor, our  feeling  of  great  appreciation  for  his  splendid  address. 
It  is  without  question  the  best  that  has  ever  come  to  us  from  a 
Governor  of  any  commonwealth,  and  I  know  that  I  express  the 
feeling  of  all  of  you  when  I  say  that  we  are  deeply  greatful,  be- 
cause the  Governor  has  not  only  welcomed  us  to  the  state  but  he 
has  also  given  us,  perhaps  unwittingly,  the  key-note  of  this  entire 
conference. 

Perhaps  out  of  what  he  has  said  we  may  find  a  way  which  will 
be  helpful  to  us  in  reaching  a  conclusion,  although  conclusions  are 


12  NATIONAL  TAX  ASSOCIATION 

not  necessarily  included  among  the  pleasures  that  we  have  in 
gathering. 

It  seems  to  me  that  I  should  again  indicate  that  we  want  these 
conferences  to  be  as  informal  as  orderly  gatherings  can  be.  We 
want  first  to  be  sure  that  we  are  welcomed  in  a  state  and  welcomed 
in  the  city  that  we  visit.  It  is  unfortunate  perhaps  that  I  am  not 
in  possession  of  sufficient  historical  facts  to  give  an  outline  of  this 
splendid  community  into  which  we  have  come.  I  may  not  be 
expressing  anything  which  is  not  true,  in  respect  to  all  of  us,  when 
I  say  that  we  have  probably  found  a  city  here  in  the  southwest 
considerably  unlike  the  city  which  we  had  anticipated  seeing.  I 
know  that  it  was  a  revelation  to  me,  because  this  city  could  be  set 
down  in  any  part  of  the  nation  and  be  pointed  to  as  a  city  of  ex- 
ceptional merit.  It  has  been  my  privilege  to  see  today  something 
of  the  residential  section  and  of  the  business  section ;  to  see  the 
people  on  the  street,  to  see  the  larger  activities  of  the  community, 
and  I  have  without  any  hesitancy  come  repeatedly  to  an  appreciation 
of  and  a  growing  confidence  in  a  splendid  group  of  people.  I  am 
willing  almost  to  say  now  that  with  the  exception  of  Boston. 
Oklahoma  City  is  the  best  city  in  the  country. 

I  am  informed  that  the  Mayor  of  Oklahoma  City  has  unfortun- 
ately been  prevented  from  being  with  us,  to  personally  welcome 
us,  but  he  has  sent  instead  Mr.  Mosier,  the  City  Manager  of 
Oklahoma  City,  and  I  am  given  to  understand,  not  only  in  Okla- 
homa City  but  throughout  the  nation,  that  if  you  can  get  next  to 
the  city  manager,  you  can  take  anything  that  you  want  in  the  city 
home  with  you.  I  therefore  have  great  pleasure  in  introducing  the 
magician — because  all  city  managers  have  to  be  magicians — in  the 
person  of  Mr.  Mosier,  representing  his  Honor,  the  Mayor  of  Okla- 
homa City. 

Mr.  O.  M.  Mosier,  City  Manager  of  Oklahoma  City:  President 
Long,  I  am  sorry  the  honorable  present  president  didn't  know  any 
more  of  our  great  city  of  Oklahoma  than  he  did,  for  he  could  have 
talked  thirty  minutes  on  the  great  town  we  have  here. 

I  think  I  should  first  express  the  regrets  of  Mayor  Martin  in 
not  being  able  to  be  here  this  evening,  and  you  know  a  pinch-hitter 
is  a  pinch-hitter  in  anybody's  language.  I  want  to  say  that  an  old 
Oklahoma  welcome  used  to  be  the  custom  here  some  time  ago.  In 
coming  to  the  plains  country,  when  a  stranger  would  drive  up, 
they  would  say,  "Get  down.  Mister,  give  me  your  team,  make  your- 
self t'home."  That  is  the  way  we  feel  in  Oklahoma  City.  We 
want  you  to  be  at  home ;  we  want  you  to  do  the  things  here  that 
you  do  in  your  own  home,  and  we  want  you  to  let  us  help  you  be 
comfortable.  We  want  to  show  you  what  we  have  here.  We  are 
proud  of  it.  We  have  that  optimism  and  enthusiasm  that  has  carried 
us  a  long  way  in  these  few  years. 


ADDRESS  OF  WELCOME  OF  O.  M.  MOSIER  13 

I  think  it  is  a  bit  significant,  this  being  the  twenty-eighth  annual 
national  tax  conference,  to  recall  that  it  is  also  the  twenty-eighth 
year  of  the  State  of  Oklahoma.  We  were  admitted  to  the  Union 
in  1907.  We  feel  we  have  gone  a  long  way.  I  think  we  have 
gone  further  than  some  of  you  strangers  think,  after  having  heard 
from  our  illustrious  Governor  just  a  few  moments  ago,  and  to 
think  that  it  has  only  been  a  couple  years  ago  that  we  had  Alfalfa 
Bill  here. 

We  are  really  progressing,  folks;  we  are  going  places. 

I  am  keenly  delighted  in  saying  that  in  our  hearts  you  are  wel- 
come here.  I  think  of  no  subject  closer  to  city  management  than 
that  of  taxation. 

I  was  pleased  that  your  president  said  that  this  group  comprised 
three  different  activities  in  taxation.  I  think  that  we  should  in- 
vite all  the  tax  payers  here  and  let  them  know  that  there  is  some 
other  activity  in  taxation  outside  of  tax  expenditures.  Most  of 
the  tax  payers  believe  that  tax  expenditures  are  the  only  activity 
of  any  national  group. 

I  intend  to  attend  your  conferences  in  the  daytime.  I  intend 
to  entertain  you  in  the  evenings.  And  I  say  to  you  from  the  wet 
states  of  the  different  states  of  this  Union  that  we  have  an  old 
dilapidated  jail.  We  do  not  have  many  conveniences  there,  but 
we  were  able  last  year  to  operate  this  city  government  and  do  a 
good  job  of  functional  service  work  here,  without  a  tax  levy.  It 
was  the  only  city  in  the  United  States  over  100,000  that  did  not 
rely  on  general  taxes.  We  did  it  by  miscellaneous  revenues.  That 
is  my  theory,  and  that  is  going  to  be  my  interest  in  this  meeting. 
I  want  to  say  to  you,  gentlemen,  if  you  want  to  contribute  your 
miscellaneous  revenues,  just  get  out  of  line  and  let  us  catch  you. 
I  am  sure  you  would  not  want  to  stay  in  our  old  jail,  and  we  will 
take  your  donation  and  make  it  a  point  to  thank  you.  If  you  don't 
have  the  money,  then  call  Mayor  Martin,  for  I  will  not  be  pinch- 
hitting  for  him  when  there  is  a  dollar  involved. 

We  are  on  the  verge  of  a  big  building  program,  and  we  shall 
have  a  better  jail  when  you  return  to  Oklahoma  City  next  year. 
In  the  meantime  I  hope  some  of  you  sober  folks  will  make  it  a 
point  to  see  the  beautiful  residences  we  have  here.  Check  up  with 
the  merchants  and  see  the  industry  we  have.  Check  up  with  the 
citizens  and  see  the  pride  they  have  in  their  state,  and  if  you  can 
go  away  with  a  new  bit  of  enthusiasm,  a  new  bit  of  optimism,  as 
you  return  to  your  homes,  we  will  think  that  we  have  done  our  part. 

We  intend  to  make  you  comfortable  and  I  pledge  you  that  the 
administration  of  this  city  is  glad  to  have  you  with  us.  It  is  an 
honor  to  the  city,  and  we  are  ready  to  meet  your  challenge  to  prove 
that  we  are  the  real  western  hosts  that  we  are  so  proud  of. 
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Chairman  Loxg  :  I  know  I  bespeak  again  your  appreciation  of 
the  City  .Manager's  talk,  which  prompts  me  to  say  that  he  could 
have  come  from  New  England,  or  perhaps  other  parts  of  the  coun- 
try, he  has  so  ably  represented  the  Mayor  of  the  city. 

It  occurs  to  me  that  I  ought  to  make  a  few  explanations.  The 
first  that  I  am  going  to  make  is  that  the  secretary  again,  in  follow- 
ing traditional  practice,  has  provided  for  the  presiding  officer  a 
mallet  and  a  block  upon  which  to  strike  the  mallet,  and  had  it  not 
been  for  the  suggestion  made  to  me  that  the  microphone,  which  it 
seemed  best  to  place  here  for  those  in  the  rear  of  the  room,  might 
possibly  be  injured  by  striking  too  hard  on  this,  I  should  have 
opened  this  meeting  on  the  hour  with  a  resounding  smack  on  some- 
thing which  is  more  or  less  of  an  interstate  yet  of  compact  char- 
acter. It  was  first  gathered  surreptitiously  by  the  tax  commissioner 
of  South  Carolina,  sneaking  through  the  woods  of  North  Carolina 
when  commissioner  Maxwell  was  not  looking.  Apparently  its 
name  is  sourwood,  sourwood  being  something  which  North 
Carolinians  are  perfectly  willing  that  the  South  Carolinians  shall 
take,  and  it  is  the  only  thing,  I  understand,  in  North  Carolina, 
which  is  open  and  free  to  a  South  Carolinian.  There  it  is,  and  it 
will  serve  as  a  mallet  during  the  period  of  our  meeting. 

We  have  certain  functions  to  perform  in  starting  this  conference. 
I  am  reminded  after  all  that  I  have  to  make  this  meeting  more  or 
less  of  loose  joints,  similar  to  a  story  that  Governor  Bliss  told 
some  years  ago,  and  I  only  recently  heard  the  companion  to  it,  and 
it  seems  to  me  that  he  was  the  one  that  told  me  the  companion 
story.  Anyway,  it  gave  me  the  suggestion  when  the  City  Manager 
was  talking.  First,  he  had  the  good  strong  red  New  England  hair, 
second,  he  had  the  good  strong  vigor  of  what  we  think  of  as 
America,  and  then  I  thought  of  that  story  by  Governor  Bliss.  He 
was  explaining  quickness  of  a  person;  but  I  won't  take  as  long 
to  explain  it  as  he  did.  It  appears  that  there  were  two  darkies  in 
the  South  competing  with  each  other  in  the  attempt  to  show  which 
was  quicker,  in  everything  he  did  than  the  other.  One  story  led 
to  another,  and  went  from  what  would  be  normally  quick  to  the 
final  story  of  one  of  the  darkies,  to  the  effect  that  he  was  so  quick 
that  in  his  chamber,  his  bed  being  some  twelve  feet  from  the  electric 
light,  he  was  able,  with  his  speed,  to  put  out  the  light  and  be  in 
bed  before  the  room  got  dark.  The  companion  of  that  story  was 
one  that  I  heard  the  other  day  of  a  person  who  was  so  very  slow 
that  he  was  required  to  sleep  twelve  hours  in  order  to  get  eight 
hours  sleep.  Now,  we  want  this  conference  to  illustrate  the  first 
and  not  the  second  of  those  stories. 

There  is  one  other  thing  I  should  like  to  call  to  your  attention. 
Your  program  committee  undertakes  in  making  a  program,  to  have 
it  more  or  less  emblematical  of  the  commonwealth  in  which  thev  are 


PROGRAM   EXPLAINED  BY  CHAIRMAN  15 

gathered  for  the  annual  conference;  and  for  fear  that  you  might 
miss  it,  I  am  going  to  suggest  first  that  on  this  program  is  an  ex- 
tract of  what  appeared  one  day,  coming  from  the  pen  of  Will  Rogers, 
a  native  of  Oklahoma.  It  is  quite  apt,  yesterday,  today,  and  to- 
morrow, and  you  can  read  it  with  a  good  deal  of  advantage. 

The  second  thing  I  want  to  call  your  attention  to  is  that  it  was 
discovered  by  your  program  committee  that  the  state  flower  of 
Oklahoma  was  mistletoe,  but  the  committee  did  not  discover  in  time, 
that  there  are  some  fifteen  different  varieties  of  mistletoe  in 
America,  so  they  may  have  made  a  mistake  on  the  color  of  this 
program,  which  was  the  nearest  approach  to  mistletoe  that  could 
be  made.  Therefore  I  want  to  say  to  all  Oklahoma  that  we  at- 
tempted to  find  a  color  emblematical  of  their  state  flower.  And 
then  on  the  almost  last  page  there  is  a  little  bit  of  some  kind  of 
emblem  which,  for  the  lack  of  a  better  term,  can  be  called  mistle- 
toe. I  want  to  say  this,  in  defense  of  the  program  committee,  who 
strove  mightily  to  have  a  program  more  than  worthwhile. 

We  have  to  have  certain  rules  and  regulations  to  conduct  these 
conferences.  Perhaps  I  should  say  first,  so  that  we  may  have  some- 
thing in  our  minds,  that  it  has  been  our  practice,  even  though  the 
Governor  or  the  Mayor  might  leave  us,  to  have  responses,  and  it 
occurs  to  me  now  that  perhaps  it  may  be  well,  in  fairness  to  the 
people  who  don't  know  that  they  are  going  to  be  called  upon  to 
respond,  for  me  to  say  that  I  think  that  we  shall,  after  a  moment, 
call  upon  perhaps  the  State  of  Maine,  which  represents  the  north- 
eastern part  of  the  country,  and  the  State  of  North  Carolina,  and 
perhaps  California,  and  these  people  may  perhaps  place  them- 
selves around  where  I  can  see  them,  so  that  I  can  pick  them  out, 
as  I  am  going  to  call  on  them  shortly. 

I  want  first  to  call  your  attention  to  the  fact  that  there  are  now 
thirty-eight  states  represented  and  that  we  have  an  enrollment  of 
about  400. 

For  fear  that  I  may  forget  it,  it  seems  well  to  read  something 
that  I  have  here,  and  from  time  to  time  during  the  conferences 
various  communications  will  be  read  and  various  announcements 
made.  At  this  time  I  want  to  read  a  telegram  from  the  International 
Petroleum  Exposition,  through  its  President,  W.  G.  Skelley,  sent 
from  Tulsa,  Oklahoma,  to  this  group  which  says : 

We  extend  to  your  group  a  cordial  invitation  to  participate 
in  the  next  International  Petroleum  Exposition  and  Congress 
which  will  be  held  in  Tulsa  May  16th  to  23rd,  1936.  In 
addition  to  seeing  the  largest  industrial  exposition  devoted  to 
one  industry,  you  will  find  here  oil  men  from  all  parts  of  the 
world,  with  the  opportunity  of  discussing  your  mutual  prob- 
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lems  at  first  hand.  This  will,  undoubtedly,  be  the  largest  and 
best  attended  exposition  we  have  ever  held,  and  again  we  urge 
your  hearty  cooperation  and  participation. 

International  Petroleum  Exposition, 

W.  G.  Skelley,  President. 

As  a  tax  administrator  I  know  I  bespeak  what  is  in  the  minds  of 
all  true  tax  administrators,  who  note  the  money  spent  for  petroleum 
and  the  possibility  of  shrinkage  in  the  sources  of  tax  revenue  in 
other  directions,  when  I  say  that  we  welcome  this  invitation  most 
heartily,  because  we  find  that  the  oil  men  are  willing  to  solve  our 
problems,  and  our  problems  are  getting  revenue.  Therefore  I  hope 
that  all  tax  administrators  will  accept  this  splendid  invitation  and 
see  that  the  petroleum  industry  is  not  slighted  in  respect  to  revenue 
requirements. 

There  is  another  suggestion  that  perhaps  I  ought  to  make  at  this 
time.  First  let  me  say  that  the  National  Tax  Association  has 
struggled  through  the  years  with  the  thought  that  there  may  be 
divisions,  as  there  have  grown  up  in  the  tax  field  many  kinds  of 
activities  presenting  peculiar  problems  of  the  movement.  There 
are  now  before  this  group  three  general  things  that  are  not  on  the 
program.  First  we  have  a  group  here  that  has  a  continuing  inter- 
est in  national  bank  taxation,  growing  out  of  the  elasticity  or  in- 
elasticity of  Section  5219  of  the  United  States  Revised  Statutes; 
and  it  is  thought  that  perhaps  on  Tuesday  afternoon,  after  the 
afternoon  session,  perhaps  at  4:30  or  thereabouts,  there  will  be  a 
meeting  of  the  Association  of  States,  in  respect  to  national  bank 
taxation.  I  say  this,  so  that  those  on  my  right,  who  are  interested 
in  seeing  that  the  banks  pay  a  minimum  of  taxes,  and  those  on  my 
left,  who  desire  to  see  the  national  banks  pay  a  maximum  of  taxes, 
can  be  sharpening  such  tools  of  combat  as  they  may  wish. 

Also,  we  have  growing  a  feeling  on  the  part  of  some  that  the  Fed- 
eral Government  has  encroached  severely  upon  the  fields  which 
should  be  left  more  to  the  states,  into  which  they  could  stray  for 
revenue  requirements,  such  as  inheritance  taxes,  and  therefore  it  is 
thought  that  at  the  end  of  the  fifth  session,  it  may  be  advisable  to 
have  an  opportunity  of  discussing  the  federal  encroachment  of  pas- 
tures which  ought  to  be  left  for  the  grazing  of  the  states  for 
revenue  purposes. 

Then  we  have  also  a  committee  which  has  not  entirely  completed 
its  activities,  growing  out  of  the  difficulties  which  you  are  all  familiar 
with,  relating  to  double  domicile  in  respect  to  inheritance  taxation. 
That  committee  plans  to  have  a  meeting  tomorrow  in  room  207,  at 
9:30  in  the  morning.  All  of  you  who  are  interested  in  the 
phenomenon  of  a  person  being  physically  present  in  two  places  at 
once  could  perhaps  profit  by  attending  that  conference  tomorrow 
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morning  in  room  207.  It  is  a  committee  meeting  but  I  don't  believe 
Mr.  Knapp,  the  chairman,  is  going  to  object  to  any  light  which 
may  be  thrown  upon  the  deliberations  of  the  committee,  if  you  want 
to  come  in. 

I  have  purposely  taken  this  time  to  give  some  of  those  that  I 
am  going  to  call  upon  an  opportunity  to  collect  themselves,  and  as 
the  next  order  I  am  going  to  ask  that  the  State  of  Maine  respond 
to  the  welcome  of  these  good  people  of  Oklahoma,  in  the  person  of 
Mr.  Frank  H.  Holley,  who  is  tax  commissioner  of  the  State  of 
Maine.  I  hope  Mr.  Holley  is  present.  Will  you  come  forward, 
Mr.  Holley  and  respond  to  the  welcome. 

Mr.  Frank  H.  Holley  (Maine)  :  Mr.  President  and  members 
of  the  convention  and  guests :  I  hardly  realize  why  I  am  chosen  at 
this  particular  time,  without  any  preparation  at  all,  and  without 
even  an  indication  from  the  presiding  officer,  for  this  honor  that  is 
thrust  upon  me.  However,  it  seems  almost  fitting.  Only  one  week 
ago  today  I  visited  the  most  easterly  part  of  the  United  States, 
namely  the  City  of  Eastport,  Maine,  and  now,  seven  days  later,  I 
find  myself  in  this  very  delightful  southwestern  country.  We  of  the 
State  of  Maine  read  with  a  great  thrill  of  pride  and  satisfaction  of 
the  advancement  of  this  particular  section,  because  I  believe  we 
have  contributed  to  some  extent  to  the  adopted  population  which 
you  have;  and  we  take  a  sincere  interest  in  those  things  which 
you  enjoy. 

I  was  particularly  interested  in  the  tax  thoughts  expressed  by 
the  governor  of  this  state,  and  having  travelled  twenty-two  hun- 
dred miles  by  automobile,  and  much  of  that  mileage  through  the 
southwest,  I  have  made  several  collections  which  I  shall  return  to 
my  citizens,  indicating  your  methods  here  of  extracting  painless 
money. 

I  have  one  suitcase  practically  filled  with  milk  bottle  caps  from 
the  State  of  Missouri.  Had  there  been  more  expense  in  that  par- 
ticular state  I  should  have  had  more  caps.  In  Oklahoma  they  are 
willing,  I  see,  to  take  my  pennies,  and  I  assume  you  will  soon  adopt 
the  milk-bottle  cap  system,  because  I  approve  of  it  more  than  I 
do  of  the  penny  system. 

Am  I  supposed  to  say  anything  that  is  of  a  snippy  nature,  Mr. 
President  ? 

Chairman  Long:  Yes,  Mr.  Holley,  one  of  the  principal  pur- 
poses of  this  group  is  to  provide  freedom  for  sniping. 

Mr.  Frank  H.  Holley  (continuing)  :  I  have  observed  that  all 

of   us  are  inclined  to   love   our   home   section  most,   which   seems 

pardonable,  and  I  am  not  sure  but  what  that  is  a  great  trait  of  the 

State   of   Maine   people,   because  although   I   have   advertised  the 
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State  of  Oklahoma  within  the  last  few  hours  by  sending  to  my 
various  friends  in  Maine  copies  of  certain  pamphlets  which  have 
been  distributed,  across  the  bottom  of  each  pamphlet  I  said,  "  It 
is  splendid,  but  it  can  never  compete  with  the  State  of  Maine." 

Chairman  Long:  Of  course,  what  really  makes  Maine  the  state 
that  it  is,  is  because  it  was  orginally  a  part  of  Massachusetts.  It 
is  a  state  that  along  about  1819  or  1820,  the  cream  having  risen 
to  the  top,  was  taken  out  and  set  aside  as  the  State  of  Maine. 

We  perhaps  should  go  from  what  I  think  Mr.  Holley,  if  he  had 
not  been  so  sensitive,  might  have  said  for  the  State  of  Maine,  to 
the  Pacific  Coast,  and  I  am  going  to  ask  Mr.  Ray  L.  Riley,  of 
California,  to  respond  to  this  splendid  welcome  that  we  have  had 
from  the  State  of  Oklahoma — Mr.  Riley. 

Mr.  Ray  L.  Riley  (California)  :  Mr.  President,  ladies  and  gentle- 
men of  the  conference:  We  of  California  are  quite  at  home  here 
in  Oklahoma,  for  several  very  pertinent  reasons,  one  being  that 
Oklahoma  and  California  have  probably  the  worst  examples  of 
state  constitutions  in  the  United  States  of  America.  On  that  point 
we  are  in  common.  We  are  also  in  the  oil  business  in  California, 
and  you  are  in  the  oil  business  here. 

Some  four  years  ago  I  came  over  to  Oklahoma  City.  Your 
federal  judge  invited  me  to  see  some  of  the  oil  wells,  and  a  gusher 
got  away,  and  running  down  the  highway  was  oil  about  a  foot 
deep,  and  I  saw  it  at  a  distance. 

Two  years  ago  when  I  started  on  my  way  to  attend  the  confer- 
ence at  Phoenix,  I  met  several  citizens  from  Oklahoma  on  their 
way  to  California.  I  had  been  driving  rather  rapidly  and  I  lost 
the  front  tire,  and  being  a  bit  tired  was  having  some  difficulty  in 
changing  it.  An  automobile  came  along  with  six  people  in  it,  on 
their  way  to  California.  They  very  kindly  changed  my  tire  in  ex- 
change for  a  dollar,  and  I  asked  them  where  they  were  going,  and 
they  said  to  Los  Angeles.  They  said  they  were  from  Oklahoma, 
and  part  of  a  very  substantial  contingent  that  was  on  the  way  to 
get  acquainted  with  Upton  Sinclair.  Now,  you  of  Oklahoma,  God 
bless  you,  it  depends  entirely  on  how  you  treat  we-uns  from  Cali- 
fornia while  we  are  here.  We  are  going  to  send  that  contingent 
back.     And,  we  expect  to  have  a  good  time.     Thank  you. 

Chairman  Long:  It  is  not  the  intention  to  slight  any  part  of  the 
nation  in  these  responses,  but  with  the  Atlantic  and  the  Pacific 
heard  from,  representing  more  or  less  parts  of  the  country  which 
are  not  represented  here,  we  have  but  one  other  state  to  call  upon, 
and  that  state  is  a  state  that  needs  no  defense,  because  it  is  its  own 
defense,  and  that  is  the  State  of  North  Carolina,  and  I  am  going  to 
ask  Commissioner  Maxwell  to  respond  to  these  welcomes  for  the 
State  of  North  Carolina — Mr.  Maxwell. 
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Mr.  A.  J.  Maxwell  (North  Carolina)  :  Mr.  President,  his  Ex- 
cellency Governor  Marland,  and  City  Manager  Mosier;  one  of 
the  evidences  of  good  taste  on  the  part  of  the  secretary  of  this  as- 
sociation, the  distinguished  tax  administrator  of  my  neighbor  State 
of  South  Carolina,  is  his  annual  pilgrimage  across  the  state  line 
to  get  exactly  the  right  kind  of  fibre  for  his  annual  presentation 
gavel  to  the  president  of  this  association.  The  president  told  a  story 
illustrative  of  the  quick  wit  of  the  colored  brother.  That,  together 
with  the  element  of  complete  surprise  in  this  pleasing  and  gracious 
assignment,  Mr.  President,  reminds  me  of  a  story  of  the  colored 
preacher  who  served  for  a  time  in  the  North  Carolina  state  prison. 
After  graduating  from  that  wholesome  institution,  he  determined 
to  lead  a  correct  life  ever  after;  and  the  story  is  that  he  came  far 
out  into  this  western  country,  probably  Oklahoma  City,  hoping  that 
his  reputation  would  not  follow  him,  and  eventually  became  a  min- 
ister of  the  gospel.  As  he  rose  for  his  morning  sermon  on  one  Sab- 
bath morning  he  recognized  on  a  front  pew  a  pal  of  his  former 
prison  days,  and  he  announced  that  his  text  would  be  found  in  the 
thirty-seventh  verse  of  the  sixteenth  chapter  of  Ezekiel :  If  thou 
seest  me  and  thinkest  thou  knowest  me,  hold  thy  peace  and  I  will 
see  thee  later. 

Mr.  President  and  friends,  as  one  who  had  hoped  that  this  con- 
vention might  honor  my  state  and  be  held  in  the  mountains  of 
western  North  Carolina,  it  gives  me  real  pleasure  to  speak  a  word 
of  acknowledgment  of  the  kind  greeting  and  the  kind  welcome 
that  we  have  received  in  this  progressive  city  of  this  progressive 
state  in  this  progressive  southwest.  From  the  minute  we  landed 
in  your  good  city  this  morning,  we  have  been  made  to  feel  that  we 
were  genuinely  welcome  here,  and  that  you  people  were  glad  to 
have  us  come  here.  I  am  sure  that  for  the  serious  problems  which 
we  shall  undertake  to  consider  here  for  the  next  four  days,  we  shall 
be  surrounded  with  the  finest  kind  of  influence  for  this  convention. 

We  are,  of  course,  indebted  to  your  excellent  Governor  for  his 
splendid  welcome  and  also  for  his  splendid  address,  covering  in 
substantial  part  the  range  of  questions  that  will  occupy  our  serious 
consideration  during  the  four  days  of  this  convention.  He  threw 
the  spotlight  on  a  number  of  our  difficult  problems,  and  one  of  the 
most  difficult  was  that  of  the  differences  that  obtain  in  our  various 
state  tax  systems,  and  with  the  difficulties  that  arise  from  those 
differences  which  encourage  the  shifting  of  business  from  one  local- 
ity to  another. 

I  have  been  attending  the  conventions  of  this  association  for  many 
years,  and  one  of  its  primary  objectives  has  been  that  of  lending 
its  influence  to  bring  about  as  nearly  as  possible  a  harmonious  system 
of  taxation  throughout  the  various  states  of  this  country.  In 
furtherance  of  that  cause,  at  one  time  it  went  to  the  extent  of  pro- 
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mulgating  what  it  was  pleased  to  designate  as  a  Model  System  of 
State  and  Local  Taxation.  Since  that  was  done,  new  problems 
have  brought  a  great  many  states  into  the  adoption  of  new  forms- 
of  taxation,  creating  new  problems,  and  certainly  this  association 
will  stick  to  its  objective  of  lending  its  influence,  as  far  as  it  may, 
to  working  out  these  problems  in  a  harmonious  way.  Certainly 
there  is  one  point  on  which  we  can  all  agree,  and  that  is  that  there 
should  be  no  twilight  zone  left  in  this  country  for  the  complete 
escape  from  taxation  of  those  who  ought  to  pay  their  fair  part  in 
each  state,  by  reason  of  limitation  on  state's  powers,  or  by  reason 
of  differences  in  methods  of  taxation  as  between  one  state  and 
another. 

Mr.  President,  I  thank  you  for  this  opportunity. 

Chairman  Long:  Mr.  Maxwell  is  always  one  of  the  prize  ex- 
hibits of  this  National  Tax  Association.  I  am  always  tempted, 
because  his  initials  are  A.  J.,  to  introduce  him  as  Andrew  Jackson, 
but  he  tells  me  that  is  not  quite  so,  so  I  didn't  so  introduce  him. 
However,  I  was  much  interested  in  what  he  said,  and  it  was  an 
extremely  interesting  although  short  address  that  he  gave  us.  I 
was  particularly  impressed  by  the  suggestion  that  these  people  in 
Oklahoma,  whom  he  has  met  on  the  street,  have  afforded  him  what 
he  felt  was  a  splendid  welcome  to  Oklahoma.  I  have  had  that  same 
experience  myself,  because  the  people  that  I  have  asked  directions 
from,  on  the  street,  have  very  pleasantly  smiled,  and  given  me  the 
direction,  but  I  wondered  every  single  time  that  they  smiled,  whether 
they  quite  understood  what  I  was  saying,  or  whether  they  were 
just  naturally  of  a  smiling  nature. 

I  am  not  necessarily  going  to  call  upon  the  next  two  gentlemen 
that  I  am  going  to  mention.  I  am  going  to  ask  them  to  rise  if  they 
are  in  the  room.  We  have  the  very  rare  privilege  of  having  with 
us  Mr.  Luis  Gonzalez  Torres  of  Mexico,  and  if  he  is  present  I  wish 
he  would  stand,  so  we  may  see  him,  and  he  may  speak  if  he  wishes. 

(Mr.  Torres  apparently  not  present.) 

Chairman  Long  (continuing)  :  Mr.  Torres  will  be  at  our  con- 
ferences. He  has  registered,  but  I  take  it  that  he  is  not  now 
present — unless,  Mr.   Secretary,  I  mispronounced  the  name. 

Secretary  Query  :  No,  that  was  all  right. 

Chairman  Long:  I  wonder  if  I  could  tell  a  story  which  is  per- 
haps illustrative  of  the  situation  I  am  in.  We  have  a  town  right 
near  where  I  live,  Marblehead,  which  perhaps  many  of  you  have 
heard  about,  which  is  a  very  independent  community.  In  Marble- 
head  they  had  a  family  which  afterward  became  quite  famous  in 
America,  known  as  the  Crowinshields,  and  that  particular  family  in 
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the  modern  times  was  known  as  the  Crown-in-shield  family,  but 
in  the  early  days  it  was  not  so  pronounced.  One  of  the  very 
rugged  old  sea  captains  of  Marblehead  had  the  "pleasant"  dis- 
position in  the  early  days  toward  anybody  he  did  not  like,  to  throw 
stones  and  sticks  at  him,  and  there  arose  in  Marblehead,  and  con- 
tinues even  to  this  day,  an  expression  of  that  independent  char- 
acter of  the  early  days,  because  in  the  town  meetings  there  was 
frequently  brought  up  the  suggestion  that  a  certain  thing  could  not 
be  done  because  the  laws  of  Massachusetts  forbade  it,  whereupon 
one  of  the  ancients  or  one  of  those  who  inherited  the  ancient  sense 
of  independence  made  the  inquiry :  "  What  in  hell  have  the  laws 
of  Massachusetts  got  to  do  with  Marblehead?  "  But,  the  story  is  in 
the  pronunciation  of  names.  There  was  in  one  of  the  early  court 
•cases — the  court  being  in  Salem — the  requirement  to  bring  over  one  of 
these  old  sea  captains  who  spelled  his  name  C-r-o-w-n-i-n-s-h  -i-e-l-d. 
He  was  sitting  in  the  front  row  to  be  called  as  an  important  wit- 
ness in  the  case.  When  it  came  turn  for  that  particular  trial,  the 
court  officer  called  "  Captain  Crowinshield  ".  He  knew  him  per- 
fectly well  and  saw  him  sitting  there  in  the  front  row,  but  the 
•captain  did  not  move ;  and  again  he  called  "  Captain  Crowninshield, 
come  to  the  witness  stand,"  and  he  did  not  move.  So  finally  the 
bailiff  was  asked  to  go  and  shake  him,  and  he  did,  and  the  captain 
came  up  and  it  was  said,  "  Captain  Crowinshield  will  take  the 
stand."  Whereupon  the  captain  said  "  Krunsheld."  So,  my  pro- 
nunciation may  be  wrong. 

I  am  going  to  ask  Mr.  Borthwick  of  Hawaii,  if  he  is  present, 
if  he  will  come  forward,  because  we  should  be  very  glad  to  have 
him  respond  to  this  welcome. 

Mr.  Will  Borthwick  (Hawaii)  :  Mr.  Chairman,  Mr.  Query, 
ladies  and  gentlemen  and  fellow  tax  grabbers,  I  am  glad  to  see 
you  fellows  all  here.  I  know  that  I  express  the  sentiment  of  every- 
•one  when  I  say  that  it  warmed  our  hearts  to  have  your  Governor 
welcome  us,  because  we  are  welcome  at  so  few  places. 

Now,  in  the  Hawaiian  Is'.ands  we  are  always  welcoming  some 
one,  and  there  is  always  some  one  coming  in  and  wanting  to  be 
welcomed,  so  we  have  finally  become  professional  welcomers.  Soon 
after  President  Roosevelt  was  elected,  Mr.  Newton  D.  Baker  came 
down  to  the  Island,  and,  of  course,  he  having  been  former  Secre- 
tary of  War.  and  we  having  a  large  contingent  of  soldiers,  the 
soldiers  were  all  spruced  up  and  drilled  very  carefully  to  give  him 
a  review.  Now,  the  boys  down  there  in  the  army  don't  like  to  have 
to  give  a  review,  because  it  is  rather  difficult  to  sit  on  one  of  those 
gun  carriages  for  a  couple  of  hours,  joggling  along  the  road,  just 
to  get  somebody  to  look  at  them,  and  they  don't  appreciate  it.  Soon 
after  that,   a  delegation   of   congressmen   came   down,   and   it   was 
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necessary  to  have  another  review.  Then,  President  Roosevelt  came 
down  and  of  course  they  had  to  have  the  very  best  that  could  be 
put  on,  so  they  had  another  review.  Directly  after  that  the  Com- 
mittee on  Military  Affairs  of  Congress  came  down,  and  they  had 
to  have  another  review.  Well,  just  before  I  left  there,  Secretary 
of  War  Dern  came  down.  He  being  Secretary  of  War,  of  course, 
they  had  to  spread  themselves,  and  passing  along  one  of  the  drive- 
ways, a  recent  arrival,  an  evangelist,  had  brought  his  tent  down 
there,  presumably  to  save  the  souls  of  the  savages  that  we  have  in 
the  Island,  and  he  had  a  great  big  sign  painted  that  said  "  Jesus 
is  coming  soon."  Well,  as  the  boys  would  go  by  they  would  say, 
"  Look,  pal,  another  review."  However,  we  are  all  the  time  wel- 
coming an  arrival,  and  if  He  should  happen  to  come  down  there, 
I  am  going  to  find  out  from  Him  just  what  kind  of  a  fish  that  was 
he  sent  his  Apostles  to  capture  from  the  waters  of  Capernaum,  to 
find  the  money  in  its  mouth  to  pay  the  taxes,  and,  if  He  don't  finish 
up  everything  on  his  early  arrival,  I  shall  try  to  inform  the  National 
Tax  Association  just  what  breed  of  fish  to  catch  to  get  the  money 
out  of  its  mouth. 

Chairman  Long:  I  was  very  much  pleased  to  hear  from  Mr. 
Borthwick.  The  peculiar  part  of  it  is,  we  do  not  seem  to  be  very 
far  apart,  as  we  are  quite  brothers  under  the  skin.  I  take  it  his 
skin  is  as  hard  as  that  of  the  rest  of  our  tax  administrators,  or  he 
could  not  have  spoken  so  flippantly  of  tax  gatherers. 

We  will  now  perhaps  have  to  devote  a  little  attention  to  the 
rules  of  this  conference.  We  really  could  have  had  a  lot  of  serious 
business,  but  I  have  always  felt  that  you  should  approach  a  serious 
problem  with  a  little  bit  of  levity.  We  will  now  proceed  to  adopt 
the  rules  to  govern  the  sessions  of  this  conference,  and  if  the  secre- 
tary has  any  rules  that  he  wants  to  read,  I  shall  be  very  glad  to 
have  him  read  them. 

Secretary  Query  :  The  rules  which  I  present  for  your  con- 
sideration are  the  rules  of  procedure  of  last  year. 

RULES  OF  PROCEDURE 
General 

The  provisions  of  the  Certificate  of  Incorporation  and  By-laws 
of  the  National  Tax  Association  shall  govern  the  conduct  of  this 
conference  generally,  and  these  rules  of  procedure  shall  be  con- 
sidered supplemental  to,  and  subject  to  interpretation  by  such 
provisions. 

Discussion 

The  usual  rules  of  parliamentary  procedure  shall  control.  Each 
speaker  shall  be  limited  to  twenty  minutes,  for  the  presentation  of 
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a  formal  paper.  He  shall  be  warned  two  minutes  before  the  ex- 
piration of  such  period.  The  time  of  such  speaker  may  be  extended, 
by  unanimous  consent  of  those  present. 

In  general  discussion,  each  speaker  shall  be  limited  to  seven 
minutes,  and  such  time  shall  not  be  extended. 

No  person  shall  speak  more  than  once,  during  the  same  period 
of  discussion,  until  others  desiring  to  speak  have  been  given  an 
opportunity  to  do  so. 

Voting  Power 

The  voting  power  in  this  conference,  upon  any  question  involv- 
ing an  expression  of  the  opinion  of  the  conference  upon  a  question 
of  taxation  or  public  finance,  of  general  public  interest,  shall  be 
vested  in  the  delegates  in  attendance  appointed  by  the  governor 
or  other  chief  executive  of  a  state. 

In  voting  upon  such  questions,  each  state  shall  have  one  vote, 
and  in  case  of  a  division  among  the  delegates  therefrom,  the  vote 
shall  be  divided,  so  as  to  give  proportional  weight,  by  approximate 
fractions,  to  the  opinions  of  the  respective  delegates. 

If  the  result  of  such  vote  shall  not  reflect  substantial  unanimity 
on  the  subject  in  question,  no  publication  thereof  shall  be  made 
and  it  shall  not  be  considered  expressive  of  the  opinion  of  the 
conference.  Such  unanimity  shall  be  deemed  expressed  by  a  four- 
fifths  vote. 

Voting  by  proxy  shall  not  be  allowed. 

On  all  questions,  other  than  those  involving  an  official  expression 
of  the  opinion  of  the  conference,  the  voting  shall  be  by  all  in 
attendance. 

Committees 

The  receipt  of  reports  made  to  this  conference  by  committees 
of  the  National  Tax  Association  shall  not  be  considered  as  expres- 
sing the  opinion  of  the  conference  on  the  subject  treated. 

The  following  committees  shall  be  appointed : 

(a)  A  committee  of  three,  on  credentials,  to  be  appointed  by 
the  chairman,  who  shall  designate  the  chairman  of  such  com- 
mittee. 

(b)  A  committee  on  resolutions  composed  of  one  person  from 
each  state,  to  be  appointed  by  the  chairman  of  the  conference,  who 
shall  also  designate  the  chairman  of  such  committee. 

Resolutions 

All  resolutions  involving  an  expression  of  opinion  of  the  con- 
ference shall  be  read  to  the  conference,  before  submission  to  the 
committee,  and  shall  be  immediately  referred,  without  debate. 
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Definitions 
The  word  "  state  "   as  used  in  these  rules  shall   comprise  state, 
territory,  the  District  of  Columbia,  an  insular  or  other  possession 
of  the  United  States,  or  a  place  over  which  the  United  States  exer- 
cises extra-territorial  jurisdiction,  and  a  Canadian  Province. 

Chairman  Long:  Mr.  Zoercher  of  Indiana  moves  the  adoption 
of  these  rules.     Does  anybody  second  that  ? 

Mr.  William  Mueller  (Minnesota)  :  I  second  that  motion. 

Chairman  Long:  It  has  been  moved  and  seconded  that  these 
rules  be  adopted.     All  those  in  favor  signify  by  saying  aye. 

(Ayes.) 

Chairman  Long  :  Those  opposed,  no. 

(None.) 

Chairman  Long:  The  ayes  have  it,  and  the  rules  as  read  by  the 
secretary  are  adopted.  Incidentally,  I  had  the  privilege  a  short 
while  ago  of  being  in  a  meeting  presided  over  by  a  New  Englander 
who  apparently  has  a  little  different  practice  of  parliamentary  pro- 
cedure than  I  have  ever  before  seen,  because  in  New  England  town 
meetings  it  is  the  practice  to  say:  "All  in  favor  will  rise  and,  if 
necessary,  they  will  be  counted,"  but  it  seems  this  particular  New 
Englander  was  a  real  one,  because  he  said,  "All  those  who  are  in 
favor  remain  seated,  and  those  who  are  opposed  rise,"  putting  the 
burden  on  those  who  are  opposed,  to  rise. 

Now  that  you  have  adopted  the  rules,  there  is  the  requirement 
to  name  a  committeee  on  credentials,  and  the  chairman  names  on 
that  committee  Charles  J.  Tobin  of  New  York,  H.  L.  McCracken 
of  the  Oklahoma  Tax  Commission  and  Miss  Lois  Query  of  Well- 
ford,  South  Carolina.  Those  three  will  constitute  a  Committee  on 
Credentials. 

By  the  adoption  of  these  rules  you  have  provided  for  the  creation 
of  a  committee  on  resolutions,  and  you  recall  that  it  is  necessary 
for  the  delegates  from  each  state  to  select  at  the  earliest  possible 
moment  the  member  which  they  wish  to  have  upon  the  resolutions 
committee.  The  chairman  names  as  the  chairman  of  that  resolu- 
tions committee,  Zenas  W.  Bliss,  of  Rhode  Island,  and  it  is  sug- 
gested that  all  of  the  states,  as  rapidly  as  possible,  consult  among 
the  members  therefrom  and  give  to  the  secretary  the  name  that  is 
agreed  upon  as  a  member  of  the  resolutions  committee  from  that 
state.  If  there  is  only  one  member  from  a  state,  it  is  suggested 
that  he  can  caucus  with  himself  to  determine  whether  or  not  he 
be  a  member. 
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Mr.  Farwell  Knapp  (Connecticut)  :  It  is  necessary,  in  order 
that  the  National  Tax  Association  perpetuate  itself,  that  a  com- 
mittee on  nominations  be  selected.  I  will  pray  the  indulgence  of 
this  conference  for  this  interruption  to  move  that  a  committee  on 
nominations  be  appointed  by  the  President,  to  consist  of  the  ex- 
presidents  in  attendance  at  this  conference  and  three  other  mem- 
bers, the  chairman  to  be  named  by  the  president. 

Chairman  Long  :  Mr.  Knapp  moves  and  commissioner  Fox  of 
West  Virginia  seconds,  that  a  nomination  committee  be  appointed, 
to  perpetuate  the  National  Tax  Association,  and  that  the  chairman 
name  three  members  to  serve  with  the  former  presidents  of  this 
association  who  have  been  able  to  resurrect  their  fare,  in  order  to 
get  to  this  conference.  All  those  in  favor  of  that  motion  indicate 
by  saying  aye. 

(Ayes.) 

Chairman  Long:  All  of  those  opposed,  no. 

(None.) 

Chairman  Long:  Unanimous  vote.  The  committee  will  be  an- 
nounced later,  because  it  is  desired  to  have  a  fair  spread  of 
representation. 

I  think,  Mr.  Secretary,  that  concludes  the  organization  of  the 
conference. 

Secretary  Query  :  Yes. 

Chairman  Long:  Before  we  proceed  to  the  really  choice  part 
of  the  evening's  session,  I  will  ask  the  secretary  to  make  a  few 
announcements. 

Secertary  Query  :  A  representative  of  the  transportation  com- 
panies who  is  going  to  validate  tickets  is  present,  and  would  like 
to  make  a  statement  to  all  as  to  the  validation  of  tickets. 

Railroad  Representative  :  The  president  made  an  announce- 
ment a  while  ago  that  there  were  four  hundred  in  attendance.  In 
counting  the  certificates  a  few  minutes  ago  I  find  only  twenty-six. 
As  you  know,  it  requires  one  hundred  in  order  to  get  the  convention 
rate.  We  have  arranged  to  count  the  round-trip  tickets,  in  arriving 
at  the  one  hundred.  The  only  way  we  can  find  out  that  you  have 
one  hundred  in  attendance  is  to  pick  up  the  round-trip  tickets  and 
count  them  with  the  certificates.  If  you  would  not  mind,  I  have 
some  envelopes  here,  that  have  an  identification  mark  on  them, 
and  I  could  pass  them  out  to  those  who  are  present  here,  take  up 
your  tickets,  give  you  this  identification  certificate  and  return  your 
tickets  to  you  at  the  office,  after  they  are  counted  and  validated. 

Chairman  Long:  I  suggest  that  it  would  be  a  good  plan,  per- 
haps at  the  end  of  the  session,  for  the  persons  as  they  go  out,  to  be 


?6  NATIONAL  TAX  ASSOCIATION 

met  at  the  door,  and  there  is  an  advantage  in  this  conference  room, 
because  there  is  only  one  exit  in  use,  and  you  can  meet  them  as 
they  go  out. 

Railroad  Representative  :  We  previously  suggested  that  they 
be  left  at  the  door  or  at  the  desk,  and  they  would  not  do  that.  If 
we  have  the  round-trip  tickets,  we  could  have  them  counted  and 
give  the  others  the  advantage  of  the  rate,  the  same  as  the  ones  who 
bought  the  round-trip  tickets  at  the  time  of  purchase. 

Chairman  Long  :  Perhaps  a  little  later  we  could  pass  around 
here  and  pick  them  up.  I  can  assure  you  this  is  a  well  behaved 
conference  group. 

Railroad  Representative  :  We  want  everybody  to  get  the  rates 
so  that  they  will  be  pleased.  I  will  see  you  later  and  take  up  the 
tickets. 

Chairman  Long  :  There  is  a  committee  on  local  arrangements, 
and  I  am  curious  whether  or  not  the  chairman  of  that  committee 
desires  to  make  any  announcements.  *  *  * 

If  not,  the  opportunity  will  be  presented  at  another  time. 

The  National  Tax  Association  is  anxious  to  have  you  register, 
and  is  anxious  to  have  you  become  members,  and  is  anxious  to 
have  you,  if  you  are  a  member,  to  pay  your  dues,  and  is  anxious 
to  have  you  give  us  suggestions  as  to  what  should  be  done.  I  think 
the  announcements  have  been  made  so  that  you  are  familiar  with 
the  proposed  meetings  of  the  inheritance  tax  group,  the  double 
domicile  group  and  the  national  bank  taxation  group,  and  perhaps 
it  is  unnecessary  to  make  any  further  announcements  on  that  score. 

It  has  been  our  privilege  for  a  good  many  sessions  to  have  a 
review  of  important  legislation,  and  we  are  particularly  privileged 
to  have,  year  by  year,  a  review  of  state  tax  legislation,  by  one  highly 
competent  to  give  the  review,  and  it  therefore  gives  me  very  great 
pleasure  to  introduce  the  gentleman  who  will  give  us  this  review, 
and  perhaps  I  should  apologize  to  him  also,  for  keeping  him  waiting 
so  long.  It  is  a  distinct  pleasure  to  be  permitted  to  introduce  to 
you  Mr.  Raymond  E.  Manning  of  the  Legislative  Reference  Ser- 
vice of  the  Library  of  Congress,  who  will  talk  to  us  on  tax  legis- 
lation, and  this  will  be  for  1935  as  recent  as  it  has  been  possible 
for  him  to  get  it  from  tax  administrators  and  others — Mr.  Manning. 

Mr.  Raymond  E.  Manning  (Washington,  D.  C.)  :  Mr.  Long; 
members  of  the  conference,  the  rules  which  you  have  just  heard 
propose  to  limit  each  speaker  to  twenty  minutes.  At  Phoenix, 
Arizona,  I  gave  you  the  list  at  the  rate  of  about  fifty  per  minute. 
In  Boston  last  year  you  got  them  at  the  rate  of  about  twenty-five 
per  minute,  and  this  evening  you  are  to  get  them  at  the  rate  of 
seventy  per  minute.  According  to  the  computations  which  I  have 
made,  there  were  passed  about  1400  tax  laws  this  year. 
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STATE  TAX  LEGISLATION,  1935 

RAYMOND    E.    MANNING 
Library  of  Congress 

Legislatures  in  47  states  met  during  1935  and  enacted  approxi- 
mately 1,400  tax  laws.1  They  adopted  56  important  new  taxes  and 
65  important  rate  increases.  Among  the  new  taxes  are  7  sales  taxes, 
5  personal  income  taxes,  3  corporate  income  taxes,  2  capital  stock 
taxes,  4  cigarette  taxes,  4  horse  racing  taxes,  7  oleomargarine  taxes, 
4  chain  store  taxes,  and  2  slot  machine  taxes. 

The  motivating  force  behind  many  of  these  new  and  increased 
taxes  was  unbalanced  budgets,  additional  relief  needs,  new  federal 
funds  to  be  matched,  and  a  persistent  demand  for  reduced  property 
taxes. 

Many  of  the  states  are  in  a  reasonably  good  financial  condition. 
Several  of  these  were  content  to  go  along  with  their  existing  systems, 
while  others  sought  to  make  their  positions  more  secure.  Certain 
other  states  whose  financial  conditions  were  unfavorable,  attempted 
to  improve  matters,  while  still  others  failed  to  do  anything  about  it. 

Before  proceeding  further  to  discuss  the  tax  raising  measures  and 
to  relate  the  new  laws  on  property  taxes,  there  will  be  presented 
several  laws  of  general  interest. 

Important  administrative  changes  were  effected  by  Alabama,  S.  B. 
24,  in  switching  from  a  single  tax  commissioner  to  a  3-man  com- 
mission, while  New  Mexico,  Ch.  9,  and  Rhode  Island,  Ch.  2250,  sub- 
stituted a  commissioner  of  revenue  and  a  director  of  taxation  for  com- 
missions of  3  members.  Enlarged  powers  specified  in  considerable 
detail  are  set  out  for  the  Washington  tax  commission  by  Chs.  127 
and  180. 

Temporary  research  committees  to  study  tax  problems  are  pro- 
vided for  by  Alabama  H.  B.  138,  Delaware  S.  J.  R.  1,  Georgia  S.  R. 
128,  Indiana  Ch.  351,  Massachusetts  Res.  Ch.  63,  New  York  Ch. 
26,  North  Dakota  S.  B.  66,  Ohio  S.  T.  R.  43,  Rhode  Island  Res.  Ch. 
— ,  and  Utah  Ch.  135. 

Comity  in  enforcing  the  revenue  laws  of  other  states  has  been 
developed  in  recent  years  along  certain  well  defined  lines.  The  in- 
itial step  towards  a  broader  concept  has  now  been  taken  by  North 
Carolina,  H.  B.  332.  This  act  declares  that  North  Carolina  courts 
will  recognize  and  enforce  liabilities  for  taxes  of  other  states,  pro- 

1  J  his  paper  includes  legislation  up  to  approximately  October  1,  IQ35- 
At  that  time,  extra  legislative  sessions  were  being  held  in  Ohio  and  Texas. 
Mississippi  was  to  convene  on  October  2  and  meetings  were  in  prospect  for 
several  other  states.  Virginia  is  the  only  state  not  holding  a  1935  session. 
The  results  of  any  computation  of  the  number  of  laws  depends  entirely  on 
the  view  taken  as  to  what  is  a  tax  law.  For  the  purpose  of  this  paper, 
professional  licenses  and  taxes  under  the  police  power  generally  are  ex- 
cluded. 
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vided  there  is  reciprocity.  The  act  then  goes  on  to  authorize  the 
bringing  of  suits  by  other  states  in  North  Carolina  courts  and  North 
Carolina  suits  in  the  courts  of  other  states. 

Gross  Income  or  General  Sales  Taxes 

Seven  new  temporary  sales  tax  laws  were  adopted  in  1935,  viz, 
Arkansas,  Ch.  233  (expires  June  30,  1937),  Colorado,  Ch.  189  (ex- 
pires June  30,  1937),  Idaho  Ex.,  Ch.  12  (expires  March  15,  1937), 
Maryland,  Ch.  188  (expires  March  31,  1936),  New  Jersey,  Ch.  268 
(expires  June  30,  1938),  North  Dakota,  S.  B.  313  -  (expires  April 
30,  1937),  and  Wyoming,  Ch.  74  (expires  March  31,  1937).  These 
bring  the  number  of  states  having  a  sales  tax  to  24. 3  Existing  laws 
were  rewritten  by  Arizona,  Ch.  77,  Missouri,  H.  B.  198  (expires 
December  31,  1937),  New  Mexico,  Ch.  73,  North  Carolina,  H.  B. 
32  (expires  June  30,  1937),  Oklahoma  H.  B.  440  (expires  June 
30,  1937),  South  Dakota,  Ch.  205,  West  Virginia,  Ch.  84  (expires 
June  30,  1937),  and  Washington,  Ch.  180.  The  South  Dakota  act 
effects  a  change  from  a  gross  income  tax  to  a  retail  sales  tax. 
Vetoes  brought  death  to  Minnesota  and  Nevada  bills,  the  latter 
authorizing  a  1  per  cent  county  levy  for  old  age  pensions. 

Rates  under  the  new  laws  are  2  per  cent  in  Arkansas,  Colorado, 
Idaho,  New  Jersey,  North  Dakota,  and  Wyoming,  and  1  per  cent  in 
Maryland.  Increases  in  other  states  were  registered  by  California, 
Ch.  355  (from  2y2  to  3  per  cent),  Illinois,  S.  B.  207  (from  2  to  3 
per  cent),  and  Missouri  (from  ] 2  to  1  per  cent).  Rates  under  the 
other  revised  laws  remain  unchanged  for  retail  sales  of  tangible 
personal  property.  They  are  1  per  cent  in  Oklahoma,  2  per  cent  in 
Arizona,  New  Mexico,  South  Dakota,  Washington,  and  West  Vir- 
ginia, and  3  per  cent  in  North  Carolina.  West  Virginia,  Ch.  85,  is 
a  re-enactment  of  the  gross  income  tax — to  be  distinguished  from 
the  consumers'  sales  tax — and  reduces  the  rate  for  retail  sales  from 
24  of  1  per  cent  to  3^  of  1  per  cent  and  reduces  the  rate  for  amuse- 
ments from  1  y2  per  cent  to  y'2  of  1  per  cent.  The  surtaxes  on  num- 
erous services,  severances,  utilities,  and  other  West  Virginia  busi- 
nesses which  were  to  cease  on  June  30,  1935  are  continued  but 
reduced  from  50  per  cent  to  30  per  cent.  The  rates  under  the  West 
Virginia  gross  income  tax  (before  computing  the  surtaxes)  range 
from  3/20  of  1  per  cent  to  6  per  cent.  A  wide  variety  of  rates  con- 
tinues in  effect  under  the  Arizona,  New  Mexico,  and  Washington 
laws  which  tax  many  businesses.  North  Carolina's  tax  on  whole- 
salers is  increased  by  H.  B.  32  from  1/25  of  1  per  cent  to  1/20  of 
1  per  cent. 

-  Approved  on  referendum. 

3  The  24  states  having  sales  taxes  are  Arizona,  Arkansas,  California,  Colo- 
rado, Idaho,  Illinois,  Indiana,  Iowa,  Kentucky,  Maryland,  Michigan, 
Mississippi!  Missouri,  New  Jersey,  New  Mexico,  North  Carolina,  North 
Dakota,  Ohio,  Oklahoma,  South  Dakota,  Utah,  Washington,  West  Virginia, 
and  Wyoming.     New  York  City  has  a  sales  tax. 
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Of  the  7  states  adopting  their  first  sales  tax  laws,  only  Maryland 
and  New  Jersey  confine  them  to  retail  sales  of  tangible  property. 
Certain  utility  services  are  included  by  Arkansas,  Colorado,  Idaho, 
North  Dakota,  and  Wyoming;  amusements  by  Arkansas,  Idaho, 
North  Dakota,  and  Wyoming,  and  meals  by  Arkansas,  Colorado, 
Idaho,  and  Wyoming.  A  special  Illinois  act,  S.  B.  209,  applies 
the  sales  tax  to  gross  receipts  from  telegraph,  telephone,  water,  gas, 
and  electric  service.  There  seems  to  be  a  disposition  to  include 
meals  this  year,  since  4  states,  in  amending  their  old  laws  included 
them,  viz.,  Arizona,  Missouri.  North  Carolina,  and  Oklahoma. 

A  "  Use  "  tax,  at  the  regular  3  per  cent  rate  will  be  imposed  by 
California,  Ch.  361,  on  the  storage,  use,  or  other  consumption  of 
tangible  personal  property  that  has  not  paid  the  California  sales  tax. 
Similarly,  Washington,  Ch.  180,  imposes  an  excise  at  the  rate  of  1 
per  cent  for  the  privilege  of  using  any  articles  brought  into  the 
state  costing  more  than  $20,  and  Oklahoma,  H.  B.  440,  applies  the 
2  per  cent  levy  to  goods  brought  into  Oklahoma  by  consumers  24 
hours  after  the  original  package  is  broken. 

Evasion  of  the  tax  on  sales  of  automobiles  is  prevented  by  requir- 
ing evidence  of  payment  as  a  condition  to  first  registration  under 
Maryland,  Ch.  539,  New  Jersey,  Ch.  306,  North  Carolina,  H.  B. 
32,  Ohio,  H.  B.  255,  Oklahoma,  H.  B.  441,  and  West  Virginia, 
Ch.  65. 

Exemption  of  foods  is  provided  in  several  of  the  new  laws  and 
amendments.  The  Arkansas  act,  Ch.  233,  exempts  certain  foods  and 
medicines.  California  Ch.  355  is  an  amendment  of  the  former  law 
to  extend  an  exemption  to  food.  Milk  is  exempted  by  Colorado  Ch. 
189,  New  Jersey  Ch.  280,  North  Carolina  H.  B.  1359,  and  Wash- 
ington Ch.  180;  bread  is  also  exempt  under  the  Colorado  and  Wash- 
ington laws.  It  should  be  noted  that  the  exemption  of  milk  in 
North  Carolina  came  after  the  repeal  of  all  food  exemptions  by 
H.  B.  32. 

Commodities  already  bearing  a  special  sales  tax  are  exempt  under 
the  laws  of  the  new  sales  tax  states,  viz.,  Arkansas,  Ch.  233,  Colo- 
rado, Ch.  189,  Idaho  Ex.,  Ch.  12,  New  Jersey,  Ch.  268,  North 
Dakota,  S.  B.  313,  and  Wyoming,  Ch.  74;  the  Idaho  and  New  Jersey 
exemption  is  limited  to  motor  fuel.  A  list  of  otherwise  taxed  articles 
constitutes  an  exempt  list  under  South  Dakota  Ch.  205. 

Other  untaxed  articles  are :  Arkansas,  Ch.  233 — cotton,  cotton 
seed;  Idaho  Ex.,  Ch.  56 — farm  produce  sold  by  the  producer;  New 
Jersey,  Chs.  268  and  280 — commercial  feeding  stuffs,  fertilizers, 
liquors,  magazines,  and  newspapers ;  Utah,  Ch.  91 — dairy,  poultry 
and  live  stock  feed;  Washington,  Ch.  180 — newspapers,  fruits,  and 
vegetables.  The  existing  Michigan  law  is  amended  by  Ch.  167  to 
exempt  all  sales  for  consumption  or  use  in  industrial  processing  or 
agricultural  producing.  Ohio  S.  B.  68  and  H.  B.  121  define  farmers 
and  horticulturalists  as  manufacturers  or  processors  for  the  purpose 
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of  exempting  sales  to  them  of  certain  commodities ;  magazines 
shipped  by  second  class  mail  also  are  exempt. 

The  Delaware  manufacturers'  and  merchants'  license  taxes  are 
often  considered  with  sales  taxes.  Both  of  these  laws  were  revised 
by  H.  B.  308  and  H.  B.  309.  The  rate  on  manufacturers  is  in- 
creased from  1/50  of  1  per  cent  on  gross  receipts  to  1/40  of  1  per 
cent,  and  the  rate  on  merchants  remains  generally  the  same  at  1/10 
of  1  per  cent  of  the  aggregate  cost  of  purchases. 

Congress  was  memoralized  by  6  states  to  permit  taxation  of  inter- 
state sales,  viz.,  California,  A.  J.  R.  8,  Indiana,  Ch.  48,  Minnesota 
Res.,  Ch.  13,  New  Mexico,  H.  J.  M.  7,  Oklahoma,  H.  R.  4,  and 
Tennessee,  S.  J.  R.  25. 

Gasoline  Tax 

Revisions  of  the  gasoline  tax  laws  were  effected  by  Nevada,  Ch. 
74,  New  Jersey,  Ch.  319,  and  Texas,  H.  B.  749.  Strengthened  col- 
lection was  one  of  the  purposes  of  each  of  these  laws.  It  was  also 
the  particular  purpose  of  Ohio  H.  B.  341.  Delaware,  S.  B.  122 
and  Wyoming,  Ch.  72  transfer  powers  of  enforcement  from  the  state 
treasurer  to  the  highway  department,  and  New  Mexico,  Ch.  9  assigns 
the  duty  to  the  new  bureau  of  revenue.  Another  New  Mexico  act, 
Ch.  119,  and  Colorado  S.  B.  6  place  certain  enforcing  powers  in  the 
state  police  and  in  the  highway  courtesy  patrol,  respectively. 

Rates  were  increased  by  1  cent  in  5  states,  viz,  Connecticut,. 
Ch.  228,  Delaware,  H.  B.  360,  Nebraska,  S.  B.  363,  New  York,  Ch. 
41,  Pennsylvania,  Ch.  181.  The  New  York  act,  in  addition  to  levy- 
ing an  extra  cent,  also  continued  the  emergency  1  cent  levy. 
Florida,  H.  B.  427  and  Massachusetts,  Ch.  336  likewise  continue 
temporary  increases.  Alabama,  H.  B.  88  consolidates  two  separate 
laws  into  a  single  enactment.  By  Arkansas  Ch.  147  and  Ch.  190,. 
the  rate  at  interstate  bridges,  and  in  towns  near  the  border  will  be 
the  same  as  in  the  adjoining  state. 

Fuel  used  in  Diesel  engines  is  brought  within  the  scope  of  the 
tax  by  Montana,  Ch.  116,  and  Nevada,  Ch.  74.  Aircraft  fuel  is  to 
be  taxed  under  Nebraska  S.  B.  30.  Taxation  of  blends  is  specifically 
provided  for  by  Illinois,  H.  B.  608,  Michigan,  S.  B.  290,  and  New 
Jersey,  Ch.  319.  That  portion  of  a  blend  consisting  of  ethyl  alcohol 
manufactured  from  agricultural  products  grown  in  the  United  States, 
is  exempt  under  Nebraska  H.  R.  432. 

Exemption  amendments  for  the  most  part  are  of  minor  import- 
ance. Removal  of  certain  exemptions  is  provided  for  by  Alabama 
H.  B.  324  and  Nevada  Ch.  74.  Under  North  Dakota  S.  B.  164  and 
South  Dakota  Ch.  52,  refunds  are  eliminated  for  fuel  used  on  high- 
way construction  and  maintenance.  South  Dakota,  Ch.  201,  exempts 
fuel  used  in  buses  operating  exclusively  within  city  limits.  Utah,. 
Ch.  49,  exempts  fuel  made  from  Utah  coal,  oil  shales,  or  hydro-car- 
bons.    By  Wisconsin  Ch.  26,  importers  for  industrial  uses  will  be- 
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exempt  if  they  file  invoices,  secure  a  bond,  etc.  Maryland,  Ch.  25, 
extends  the  exemption  provisions  to  all  motor  boats  (formerly  only 
pleasure  boats),  but  denies  future  exemption  for  sales  to  volunteer 
fire  companies.  Tennessee  H.  J.  R.  9  requests  Tennessee  members 
of  Congress  to  work  for  a  bill  permitting  state  taxation  of  fuel  sold 
on  U.  S.  military  reservations. 

Refunds  will  be  allowed  only  to  the  actual  purchasers  under  New 
Mexico  Ch.  101  and  South  Dakota  Ch.  202;  this  will  prevent  the 
assigning  of  refund  rights.  Oklahoma  H.  B.  38  allows  agricultural 
users  a  refund  rather  than  an  exemption.  By  Ohio  H.  B.  341, 
persons  claiming  a  refund  must  have  a  vendee's  refund  permit. 
Iowa,  S.  F.  15,  likewise  requires  a  permanent  (formerly  annual) 
permit,  and  Oregon,  Ch.  403,  requires  annual  permits. 

Specific  limitations  on  the  amount  of  gasoline  which  may  be 
brought  into  a  state  tax-free  is  a  recent  development.  This  year, 
6  laws,  Colorado  H.  B.  288,  Indiana  Ch.  118,  Nebraska,  S.  F.  287, 
H.  R.  419,  Nevada  Ch.  74,  New  Jersey  Ch.  319,  Vermont  Ch.  114, 
reduced  or  prescribed  maximum  allowances  ranging  from  10  gallons 
to  35  gallons,  but  no  two  fixed  the  same  amount. 

Motor  carriers  of  gasoline  are  being  subjected  to  stricter  regula- 
tion. Ports-of-entry  are  being  designated,  special  licenses  required, 
manifests  to  be  carried,  etc.  One  or  more  of  these  requirements  are 
specified  by  Arizona,  Ch.  70,  Illinois,  H.  B.  608,  Nebraska,  S.  F. 
287,  H.  R.  419,  Nevada,  Ch.  74,  New  Jersey,  Ch.  319,  and  Oklahoma, 
H.  B.  355. 

Miscellaneous  other  features  of  gasoline  tax  laws  are  to  be  noted. 
Reports  of  railroads  and  other  common  carriers  will  be  required 
under  Nevada  Ch.  74,  New  Jersey  Ch.  319,  and  South  Carolina  Ch. 
130.  Additional  bonding  provisions  for  distributors,  etc.  are  speci- 
fied by  Nevada,  Ch.  74,  New  Jersey,  Ch.  319,  and  North  Dakota, 
S.  B.  164.  Allowances  for  evaporation,  etc.  are  deleted  by  Con- 
necticut, Ch.  228,  and  reduced  by  Oklahoma,  H.  B.  38.  An  allow- 
ance of  3  per  cent  under  Arkansas,  S.  B.  260  was  vetoed.  Minnesota, 
Ch.  202,  requires  that  one-third  of  3  per  cent  allowance  be  granted 
to  retailers. 

Memorials  to  Congress  by  6  states  urge  the  abandonment  of  fed- 
eral taxation  of  gasoline  sales,  viz,  California,  S.  J.  R.  9,  Maryland, 
H.  J.  R.  21,  Minnesota,  Res.  No.  6,  New  Mexico,  S.  J.  M.  2,  Ten- 
nessee, H.  J.  R.  14,  Texas,  S.  C.  R.  51. 

Alcoholic  Beverages 

Taxes  on  the  liquor  industry  generally  take  two  forms,  one  in  the 
form  of  a  license  on  manufacturers,  wholesalers,  retailers,  etc.,  and 
the  other  a  specific  tax  on  sales.  It  is  impracticable  in  a  paper  of 
this  sort  to  go  into  the  licenses  at  all  or  give  more  than  a  list  of 
rates  on  sales.  There  is  presented  below  the  taxes  per  gallon  (ex- 
cept as  otherwise  indicated)  adopted  in  1935  as  new  laws  or  amend- 
ments of  old  laws. 
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Arizona,  Ch.  78.  Beer — 5c;  wine  24c  to  80c;  liquors — 80c;  malt 
extracts — 10c  per  pound. 

Arkansas,  Chs.  69,  109.     Beer — 3c;  wine  5c  to  10c;  liquors — 40c. 

California,  Ch.  330.  Beer  and  wine — 2c;  champagne  and  spark- 
ling wine — 24c  ;  liquors — 80c. 

Colorado,  Chs.  82,  142.  Beer — 3c;  wine — 12c  to  24c;  liquors 
—$1.60. 

Fla.,  H.  B.  496.     Beer — 6c;  wine  and  liquors — 10c  to  80c. 

Georgia,  H.  B.  90,  H.  B.  144,  H.  B.  561.  Beer— $1.25  per  barrel; 
liquors — 10  per  cent  of  gross  receipts;  malt  extracts — 5  per  cent  of 
gross  receipts. 

Idaho,  H.  B.  108.  Increases  authorized  alcoholic  content  of  beer 
to  4  per  cent. 

Indiana,  H.  B.  399.     Beer — $1  per  barrel;  wine — 25c;  liquors — $1. 

Louisiana,  Ch.  3.  Forbids  imposition  of  gallonage  taxes  on 
liquors  by  municipalities. 

Maryland,  Ch.  322.  Wines — 20c ;  removes  sparkling  wines  from 
the  $1.10  per  gallon  tax. 

Missouri,  S.  B.  30,  S.  B.  54.  Beer — 2c;  wines — 2c  to  10c;  liquors 
—80c. 

Nebraska,  H.  B.  128.  Beer — 3c;  wines — 5c  to  15c;  alcohol  and 
liquors — 50c. 

Nevada,  Ch.  160.     Beer — 2c;  wines  and  liquors — 10c  to  40c. 

New  Hampshire,  Ch.  149.     Beer — $3  per  barrel. 

New  Mexico,  Ch.  112.  Beer — $1.50  per  barrel;  wines — 8c  to 
24c;  liquors— 24c  to  $1.60. 

North  Dakota,  S.  B.  175.  Beer — 8c;  wines — 10c  to  60c;  liquors 
—60c. 

Ohio,  H.  B.  172,  S.  B.  2.  Beer— $2.50;  wines,  mixed  drinks, 
etc.— 10  per  cent  of  retail  sales  price;  repeals  excess  profits  tax  on 
spirituous  liquors. 

Oregon,  H.  B.  473.  Beer — $1.30  per  barrel;  wine — I2y2c  to 
30c;  bottled  fermented  wines — 10  per  cent  of  invoice;  bottled  for- 
tified wines — 15  per  cent  of  invoice;  malt  syrup — 3  l/3c  per  pound. 

South  Carolina,  Ch.  204,  232.  Natural  wine — 15c,  in  bulk:  lc 
for  each  six  ounces  bottled.     Alcoholic  liquors  80c  gal. 

South  Dakota,  Ch.  134.  Beer — $1.25  per  barrel;  wine — 10c  to 
50c;  liquors — 50c. 

Tennessee,  Ch.  170.  Increases  authorized  alcoholic  content  of 
beer  to  5  per  cent. 

Utah,  Ch.  43.     Beer— 80c  to  $1.60  per  barrel. 

Vermont,  H.  B.  377     Liquors — 80c. 

Washington,  Chs.  158  and  180.  Wine — 10c;  retailers  of  bever- 
ages— 10  per  cent  of  gross  receipts. 

West  Virginia,  Chs.  4  and  6.  Non-intoxicating  beer — $1  per 
barrel ;  repeals  excise  tax  on  other  beverages,  in  substituting  state 
distribution. 
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Wisconsin,  Chs.  103  and  217.  Beer — $1  per  barrel  tax  made 
permanent ;  provides  special  rates  on  small  quantities  of  alcoholic 
beverages. 

Wyoming  Ch.  87.     Beer — 2c;  wine — 16c;  liquors — 80c. 

Oleomargarine 

Seven  new  olemargarine  tax  laws  were  adopted  in  1935,  viz, 
Alabama  H.  B.  329,  Arkansas  Ch.  56,  California  Ch.  51,  Florida 
S.  B.  1038,  Georgia  H.  B.  392,  Maine  Ch.  54,  and  New  Mexico  Ch. 
110.  These  bring  the  number  of  states  having  oleomargarine  tax 
laws  to  23.4  A  Nevada  bill  was  vetoed.  The  rate  under  each  law 
is  10  cents  per  pound. 

Tobacco 

Four  new  cigarette  tax  laws  were  adopted  in  1935,  viz,  Connec- 
ticut Chs.  211  and  325,  Oklahoma  H.  B.  45  and  361,  Pennsylvania 
Ch.  155,  and  Washington  Ch.  180.  These  bring  the  number  of 
states  having  cigarette  tax  laws  to  19. 5  Existing  cigarette  tax  laws 
were  rewritten  by  Arizona,  Ch.  78,  and  Texas,  Ch.  241,  with  no 
material  rate  changes.  Ohio,  by  H.  B.  334,  continues  its  tax  through 
October  1936,  Other  amendments  were  adopted  by  Kansas,  Ch. 
309,  Louisiana  1st  Ex.,  Ch.  7,  2nd  Ex.,  Ch.  9,  and  South  Carolina, 
Ch.  178. 

Rates  under  the  new  laws  are  2  cents  per  20  in  Connecticut  and 
Pennsylvania,  3  cents  per  20  in  Oklahoma,  and  1  cent  per  20  in 
Washington  when  sold  for  less  than  1  cent  per  cigarette  and  10  per 
cent  of  the  retail  price  on  other  sales. 

Miscellaneous  Sales  and  Stamp  Taxes 

Milk  control  laws  were  adopted  by  Maine,  Ch.  13,  Montana,  Ch. 
189,  and  Wisconsin,  Chs.  58  and  80.  The  Maine  and  Montana  laws 
levy  a  tax  of  1  cent  per  hundredweight  and  the  Wisconsin  laws 
exact  not  exceeding  one-half  of  that  amount.  New  Jersey,  Ch.  175, 
and  New  York,  Ch.  405,  continue  existing  laws,  the  latter  imposing 
a  tax  of  1  cent  per  hundredweight  and  the  former  a  graduated 
license  fee  ranging  from  $2  to  $800  according  to  the  volume  of  sales. 

Oranges,  grapefruit  and  tangerines  in  Florida  will  pay  a  tax  of 
1  cent,  3  cents  and  5  cents  respectively,  for  each  box.  These  levies, 
made  under  S.  B.  18,  S.  B.  19  and  S.  B.  20  will  continue  for  2 
years.     The  proceeds  are  to  be  used  for  advertising  the  industries. 

4  The  23  states  having  oleomargarine  tax  laws  are  Alabama,  Arkansas, 
California,  Colorado,  Florida,  Georgia,  Idaho,  Iowa,  Kansas,  Louisiana, 
Maine,  Minnesota,  Nebraska,  New  Mexico,  North  Dakota,  Oklahoma,  South 
Carolina,  Tennessee,  Texas,  Utah,  Washington,  Wisconsin,  and  Wyoming. 

5  The  19  states  having  cigarette  tax  laws  are  Alabama,  Arizona,  Arkansas, 
Connecticut,  Georgia,  Iowa,  Kansas,  Louisiana,  Mississippi,  North  Dakota, 
Ohio,  Oklahoma,  Pennsylvania,  South  Carolina,  South  Dakota,  Tennessee, 
Texas,  Utah,  and  Washington. 
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The  luxury  tax  reenacted  by  Arizona,  Ch.  78,  levies  10  per  cent 
taxes  on  the  following  articles  not  elsewhere  discussed  in  this  paper : 
cosmetics,  toilet  preparations,  golf  equipment,  polo  equipment,  fish- 
ing tackles  and  accessories,  shotgun  shells,  playing  cards,  and  films 
for  other  than  commercial  use. 

A  documentary  stamp  tax  will  be  imposed  for  2  years  in  Penn- 
sylvania under  Chs.  90  and  184.  The  rate  is  5  cents  per  $100  and 
is  levied  on  conveyances  of  interests  in  land  (but  not  leases),  bonds, 
debentures,  certificates  of  indebtedness,  corporate  securities,  and 
mortgages  not  evidenced  by  documents  otherwise  taxed  under  this 
act.  New  York,  Ch.  231,  extends  the  exemptions  from  the  mortgage 
tax  to  mortgages  issued  in  connection  with  certain  reorganizations 
of  financial  corporations.  Another  New  York  act,  Ch.  42,  continues 
the  increased  stock  transfer  tax  for  another  year ;  a  bill  making  still 
further  increases  was  vetoed. 

Horse  Racing,  Etc. 

Four  new  horse  racing  tax  laws  were  adopted  in  1935,  viz,  Ari- 
zona Ch.  79,  Arkansas  Ch.  46,  Maine  Ch.  130  (harness  racing), 
and  Nebraska  S.  F.  14.  These  bring  the  number  of  states  having 
horse  racing  tax  laws  to  25. 6  Another  Arkansas  act,  Ch.  339,  per- 
mits dog  racing.  Existing  horse  racing  tax  laws  were  rewritten  by 
New  Hampshire,  Ch.  22,  and  amended  by  Delaware,  S.  B.  14,  Mary- 
land, Ch.  254,  Oregon,  Ch.  244,  South  Dakota,  Ch.  130,  and  West 
Virginia,  Ch.  71.  A  Connecticut  bill  permitting  horse  racing  and 
pari-mutuel  betting  and  a  Missouri  bill  authorizing  dog  racing  were 
vetoed. 

Horse  racing  taxes  generally  take  one  or  more  of  4  forms ;  license 
fees,  admission  fees,  taxes  on  sums  bet,  or  taxes  on  commissions 
retained  out  of  sums  bet.  All  of  the  new  acts  impose  a  variety  of 
license  fees.  Nebraska  exacts  a  15  cents  admission  fee,  Maryland 
increases  its  tax  on  net  revenues  from  15  per  cent  to  25  per  cent, 
and  Arkansas  imposes  10  per  cent  on  admissions.  Taxes  on  sums 
bet  are  set  at  4  per  cent  in  Arizona  and  Arkansas  (5  per  cent  in 
the  case  of  dog  races),  3^2  per  cent  in  Maine,  3  per  cent  in  Dela- 
ware, and  1  per  cent  (formerly  3  per  cent)  in  West  Virginia.  In 
South  Dakota,  licensees  will  turn  over  one-half  (formerly  two- 
thirds)   of  commissions  retained. 

Amusements 

A  tax  of  1  cent  for  each  25  cents  will  be  charged  for  2  years, 
under  Pennsylvania  Ch.  183,  for  admissions  to  places  of  amusement. 
Twenty  per  cent  of  the  price  paid  for  refreshments,  service,  etc.  at 

6  The  25  states  having  horse-racing  tax  laws  are  Arizona,  Arkansas,  Cali- 
fornia, Delaware,  Florida,  Illinois,  Kentucky,  Louisiana,  Maine,  Maryland, 
Massachusetts,  Michigan,  Nebraska,  Nevada,  New  Hampshire,  New  Mexico, 
New  York,  North  Carolina,  Ohio,  Oregon,  Rhode  Island,  South  Dakota, 
Texas,  Washington,  and  West  Virginia. 
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night  clubs,  cabarets,  roof  gardens,  etc.  will  be  considered  the  price 
of  admission.  North  Dakota,  Ch.  91  provides  for  licensing  boxing 
and  wrestling,  and  Delaware  S.  B.  140  amends  the  law  relating  to 
boxing  and  wrestling.  The  North  Dakota  act  provides  for  a  10 
per  cent  levy  on  gross  receipts.  Amateur  boxing  and  sparring  bouts 
conducted  by  certain  war  veterans'  associations  will  be  exempt  under 
Wisconsin  Ch.  93. 

Inheritance  and  Gift  Taxes 

Rewritings  of  the  death  tax  laws  were  accomplished  by  Alabama, 
H.  B.  324,  California,  Ch.  358,  North  Carolina,  H.  B.  32,  Oklahoma, 
IT.  B.  511,  and  Washington,  Ch.  180.  The  Oklahoma  law  effects 
a  change  from  an  inheritance  tax  to  an  estate  tax.  Several  bills  in 
Nevada  failed  of  passage  and  prevented  that  state  from  becoming 
the  forty-eighth  to  levy  a  death  tax.  Bills  in  Idaho  and  Illinois 
for  taking  up  the  credit  allowed  under  the  federal  act  were  vetoed. 
By  Delaware  H.  B.  134  and  H.  B.  135,  the  state  tax  department 
instead  of  local  registers  of  wills  is  to  collect  inheritance  and  estate 
taxes.  Idaho,  Ex.  Ch.  56,  transfers  administration  from  the  state 
auditor  to  the  commissioner  of  finance. 

Colorado,  H.  B.  172,  declares  its  intention  to  tax  all  transfers 
made  in  lieu  of  or  to  avoid  the  passing  of  property  by  testate  or 
intestate  laws  and  includes  purchases  of  a  life  income  or  interest. 
New  York,  Ch.  421,  further  explains  the  taxability  of  transfers 
where  the  transferor  reserves  the  right  to  change  the  transfer  up  to 
the  time  of  death.  By  Montana  Ch.  186,  transfers  within  3  years 
of  death  (formerly  2  years)  are  presumed  to  have  been  made  in 
contemplation  of  death  and  therefore  taxable;  the  presumption  is 
rebuttable.  The  lien  for  death  taxes  attaches  under  Wisconsin  Ch. 
318,  at  the  date  of  death  rather  than  the  date  of  transfer ;  the  tax 
commission  may  release  the  lien  when  satisfied  that  collection  will 
not  be  jeopardized. 

Rate  increases  are  probably  the  most  notable  feature  of  1935  death 
tax  legislation,  12  states  imposing  higher  levies,  viz,  California,  Ch. 
358,  Idaho,  Ex.  Ch.  56,  Maryland,  Ch.  90,  Massachusetts,  Ch.  480, 
Michigan,  Ch.  161,  New  Hampshire,  H.  B.  432,  New  York,  Ch.  39, 
Oklahoma,  H.  B.  511,  Tennessee,  Ex.  Ch.  41,  Utah,  Ch.  88,  Wash- 
ington, Ch.  180  and  Wisconsin,  Ch.  15.  The  Massachusetts,  New 
Hampshire,  New  York,  and  Wisconsin  acts  are  temporary.  The 
maximum  inheritance  tax  rate  under  the  amended  laws  is  30  per  cent 
in  Idaho.  Other  highs  are  Washington  with  25  per  cent,  California 
with  16  per  cent  and  Tennessee  with  15  per  cent.  It  should  be  noted 
with  reference  to  the  Washington  rates  that  they  depend  on  the  sum 
passing  to  the  entire  class,  rather  than  to  the  individual  recipients, 
and  that  the  rate  for  the  first  bracket  applies  to  the  entire  bracket, 
rather  than  to  the  difference  between  it  and  the  exemption.  Other 
interesting  features  of  these  laws  are  that  a  1  per  cent  tax  is  levied 
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on  direct  heirs  in  Maryland  (which  formerly  taxed  only  collaterals), 
and  that  the  new  Okahoma  tax  is  an  estate  tax  rather  than  an  in- 
heritance tax.  The  Massachusetts  and  Wisconsin  increases  took  the 
form  of  an  added  percentage  after  the  tax  is  computed;  it  is  10  per 
cent  in  Massachusetts  and  25  per  cent  on  sums  over  $100  in  Wis- 
consin. Texas  H.  B.  682  adds  stepchildren,  their  direct  descendants, 
and  direct  descendants  of  adopted  children  to  Class  A. 

Exemptions  generally  are  reduced  by  California,  Ch.  358,  Idaho, 
Ex.  Ch.  56,  and  Washington,  Ch.  180.  The  Washington  exemp- 
tions hereafter  will  apply  to  the  class  rather  than  to  individuals. 
Oklahoma's  new  estate  tax,  H.  B.  511,  exempts  $15,000  for  near 
relatives,  $5,000  for  homesteads,  $20,000  for  life  insurance  to  desig- 
nated beneficiaries,  and  a  special  family  allowance  not  exceeding 
$3,000.  The  Washington  law  places  a  $40,000  limit  on  total  exemp- 
tions for  life  insurance  to  named  beneficiaries.  By  Minnesota  Ch. 
335,  the  deduction  for  maintenance  of  the  family  shall  be  such  sum 
as  is  allowed  by  the  probate  court  for  one  year,  but  in  no  case  more 
than  $5,000. 

The  exemption  to  charitable  bequests,  etc.  is  limited  by  New  York 
Ch.  421  to  those  recipients,  no  substantial  part  of  whose  activities  is 
the  carrying  on  of  propaganda  or  otherwise  attempting  to  influence 
legislation.  Colorado  H.  B.  81  and  Wyoming  Ch.  91  relate  to 
exemption  of  charitable  gifts  for  use  within  the  state,  the  Wyoming 
law  also  providing  for  reciprocity  in  waiving  taxes  for  charitable 
gifts  for  use  outside  the  state. 

Deductions  for  the  purpose  of  computing  the  estate  tax  are  regu- 
lated by  Oregon  Ch.  13;  the  federal  estate  tax  no  longer  may  be 
deducted.  Montana  Ch.  186  allows  a  deduction  for  federal  estate 
taxes  and  limits  deductions  for  state,  county,  and  municipal  taxes  to 
such  as  are  a  lien  on  Montana  property.  By  Colorado  H.  B.  172, 
the  deduction  for  taxes  on  real  property  is  allowed  only  if  they  are 
due  and  payable;  they  were  formally  deductible  if  they  were  a  lien 
at  the  date  of  transfer. 

Valuation  of  real  estate  and  improvements  under  Washington  Ch. 
180  will  be  on  the  fair  market  value  as  of  the  date  of  death;  the 
practice  of  basing  on  assessed  values  is  abandoned.  By  Montana 
Ch.  186,  transfers  of  property  will  be  deemed  to  have  been  made  as 
of  the  date  of  recordation  of  papers,  and  transfers  recorded  after 
death  will  be  deemed  to  have  been  made  by  will.  Maryland  Ch.  520 
strikes  out  a  provision  specifically  exempting  any  increase  in  the 
estate  or  income  accrued  thereon  subsequent  to  death.  Kansas  Ch. 
301  empowers  the  inheritance  tax  commissioner  to  order  a  rein- 
ventory  and  reappraisal  of  a  decedent's  property. 

Joint  estates  will  be  taxed  to  the  survivor,  under  Minnesota  Ch. 
334  and  Washington  Ch.  180,  except  for  such  parts  as  can  be  shown 
to  have  belonged  to  them.  The  Washington  law  excepts  tenancies 
by  the  entireties  in  real  estate,  and  the  Minnesota  law  provides  that 
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where  a  husband  and  wife  acquired  property  by  gift,  bequest,  devise, 
or  inheritance,  one-half  shall  be  taxable. 

Contingent  or  defeasible  estates  will  be  taxed  under  Oregon  Ch. 
45  at  their  full  value,  when  such  value  first  becomes  ascertainable, 
without  diminution  for  any  tax  paid  by  the  particular  estate  upon 
which  it  may  have  been  limited.  Whenever  an  estate  or  interest  is 
so  limited  that  it  may  be  divested  by  an  act  of  the  devisee  or  legatee, 
it  shall  be  taxed  as  though  there  was  no  possibility  of  its  divesting. 
Washington  Ch.  180  omits  a  provision  under  which  a  remainderman 
could  defer  a  tax  by  filing  a  bond  until  he  went  into  possession. 

Reciprocal  enforcement  in  non-resident  estates  of  domiciliary 
death  duties  is  authorized  by  North  Carolina  H.  B.  32,  Oregon  Ch. 
103,  and  Washington  Ch.  180.  The  reciprocal  provision  with  ref- 
erence to  taxing  intangibles  of  nonresidents  is  omitted  by  Alabama 
H.  B.  324  and  Washington  Ch.  180. 

Gift  taxes  7  will  continue  to  be  levied  under  Wisconsin  Ch.  15  for 
another  2  years.  Oregon,  by  Ch.  20,  amends  its  law  to  extend  the 
exemption  of  charitable  and  educational  institutions  to  include  all 
those  organized  in  the  United  States ;  the  exemption  was  formerly 
limited  to  those  within  the  state. 

Personal  Income  Taxes 

Five  new  personal  income  tax  laws  were  adopted  in  1935,  viz, 
California  Ch.  329,  Pennsylvania  Ch.  314,  South  Dakota  Ch.  205, 
Washington  Ch.  178,  and  West  Virginia  Ch.  89.  These  bring  the 
number  of  states  having  personal  income  taxes  to  30. 8  Existing  laws 
were  rewritten  by  Alabama  H.  B.  324,  North  Carolina  H.  B.  32, 
and  Oklahoma  H.  B.  192.  A  state  administered  1  to  3  per  cent  tax 
was  adopted  for  New  Castle  County  by  Delaware  H.  B.  28.  New 
York  City's  income  tax  law  was  repealed  by  Local  Law  No.  12. 
Vetoes  brought  death  to  a  Colorado  bill  for  an  income  tax  and  a 
Minnesota  bill  for  a  revision.  Constitutional  amendments  author- 
izing income  taxes  will  be  submitted  to  referendum  by  Colorado 
H.  C.  R.  13  and  Washington  S.  J.  R.  7. 

Rates  for  personal  income  taxes  were  revised  upwards,  but  in  no 
case  very  radically.  North  Dakota  retained  its  high  of  15  per  cent 
and  California  equaled  it.  Wisconsin's  surtaxes  give  that  state  one 
of  the  higher  rates.  New  York,  Ch.  34,  continues  for  another  year 
the  emergency  1  per  cent  tax  on  personal  income,  non-business  cap- 
ital  gains   and   losses   being  excluded   in    computing   such    income. 

7  Only  3  states  have  gift  taxes,  viz.,  Oregon,  Virginia  and  Wisconsin. 

8  The  30  states  having  personal  income  taxes  are  Alabama,  Arizona,  Ar- 
kansas, California,  Delaware,  Georgia,  Idaho,  Iowa,  Kansas,  Louisiana, 
Massachusetts,  Minnesota,  Mississippi,  Missouri,  Montana,  New  Mexico, 
New  York,  North  Carolina,  North  Dakota,  Oklahoma,  Oregon,  Pennsyl- 
vania, South  Carolina,  South  Dakota,  Utah,  Vermont,  Virginia,  Washington, 
West  Virginia,  and  Wisconsin. 
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North  Carolina  Ch.  248  is  a  proposed  constitutional  amendment  that 
would  increase  the  authorized  rate  from  6  per  cent  to  10  per  cent. 
The  property  tax  offset  is  eliminated  by  Utah  Ch.  90.  The  rates 
for  the  new  laws,  together  with  the  amendments  of  the  old  laws,  and 
the  personal  exemptions  are  shown  in  the  table  below. 


Exemptions 

Rate 

Maximum 
applies  on 

State 

% 

all  over 

Head  of 

Single 

family 

Dependents 

Ala.  H.  B.  324 

i>2-5 

$5,000 

a 

m 

a 

Ariz.  Ch.  80 

a 

a 

b 

b 

a 

Cal.  Ch.  329 

1-15 

250,000 

$1,000 

$2,500 

$400 

Ida.  Ex.  Ch.  30 

J>2-8 

5,000 

a 

a 

a 

Mass.  Ch.  480 

c 

a 

a 

a 

a 

N.  Y.  Ch.  35 

2-7 

9,000 

a 

a 

a 

N.  C.  II.  B.  32 

4-6 

2,000 

a 

a 

a 

N.  1).  S.  B.  294 

1-15 

15,000 

d 

d 

d 

Okla.  H.  B.  192 

i-9 

8,000 

85O 

1,700 

30O 

Pa.  Ch.  314 

2-8 

100,000 

1,000 

I,50O 

4OO 

S.  D.  Ch.  205 

1-6 

318,000 

d 

d 

d 

Utah  Ch.  90 

'-5 

4,000 

6OO 

1,200 

3OO 

Wash.  Ch.  178 

3-7 

4,000 

I,000 

2,500 

4OO 

W.  Va.  Ch.  89 

i-3 

6,000 

60O 

1,300 

200 

Wis.  Chs.  15,  505 

e 

e 

e 

e 

a  No  change. 

b  The  deduction  after  computing  the  tax  was  $8  and  $17.50,  respectively. 
This  was  increased  to  $10  and  $20. 

c  Adds  10  per  cent  to  the  tax  as  computed  for  1935  income. 

d  Allows  deduction  after  computing  tax  of  $5,  $15,  and  $2,  respectively 
for  North  Dakota,  and  $6,  $12,  and  $2,  respectively  for  South  Dakota. 

e  Ch.  15  levies  a  surtax  on  1934  income,  ranging  from  1  to  7  per  cent, 
the  maximum  applying  on  all  over  $12,000.  Deductions  from  the  tax  will 
be  allowed  in  the  sum  of  $16.25  for  single  persons  and  $33-75  for  married 
persons  ;  no  additional  exemption  is  allowed  for  dependents.  This  act  also 
levies  a  tax  on  untaxed  1933  dividends  over  $750,  at  rates  ranging  from 
I  per  cent  to  7  per  cent,  the  maximum  applying  on  all  over  $5,000. 

Ch.  505  levies  a  surtax  on  1935  and  1936  income  equal  to  60  per  cent  of 
the  normal  tax  and  a  2^2  per  cent  tax  on  dividends.  The  exemptions  under 
the  surtax  are  $10,  $25,  and  $2  to  be  deducted  from  the  tax.  Corporations 
are  required  to  deduct  the  tax  on  dividends. 

Deductions  and  exemptions  are  regulated  under  several  laws. 
Alabama's  revenue  act,  H.  B.  324,  allows  full  exemption  for  divi- 
dends from  domestic  corporations,  and  also  from  foreign  corpora- 
tions, 50  per  cent  of  whose  income  is  earned  in  Alabama.  The 
former  Kansas  law  exempted  dividends  from  corporations,  50  pet- 
cent  of  whose  income  was  derived  in  Kansas;  hereafter,  Ch.  312  will 
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allow  a  proportionate  deduction,  according  to  the  percentage  of  busi- 
ness done  in  Kansas,  but  no  deduction  if  not  more  than  15  per  cent 
of  the  business  is  done  in  Kansas.  This  same  Kansas  act  disallows 
deductions  for  death  or  gift  taxes  and  follows  the  1934  federal  change 
in  repealing  the  provision  under  which  partnerships  were  not  allowed 
the  deduction  for  charitable  contributions.  Together  with  New 
York  Ch.  283,  it  adopts  a  provision  similar  to  that  in  the  federal 
act,  modifying  the  exemption  for  annuities.  By  Delaware  H.  B. 
203  and  New  York  Ch.  285,  gifts  to  charities,  etc.  will  not  be  exempt 
if  any  part  of  the  earnings  accrue  to  private  individuals  or  if  a  sub- 
stantial part  goes  for  propaganda  or  otherwise  attempting  to  influ- 
ence legislation.  The  Delaware  act  also  disallows  deductions  for 
expenses  in  earning  tax-exempt  income  or  interest  for  carrying 
exempt  securities,  but  specifically  allows  an  exemption  for  damages, 
accident  and  health  insurance.  North  Carolina  H.  B.  32  limits  de- 
ductions for  gifts  to  charities  to  10  per  cent  (formerly  15  per  cent) 
of  total  income.  New  Mexico  Ch.  42  allows  an  exemption  for  board 
and  lodging  for  persons  forced  to  be  away  from  home. 

Losses  as  deductions  received  special  attention.  Alabama  H.  B. 
324  and  North  Dakota  S.  B.  294  forbid  the  carrying  forward  of  net 
losses.  The  Alabama  act  limits  the  deduction  for  bad  debts  to  debts 
sustained  in  the  regular  course  of  business,  and  the  North  Dakota 
act  denies  deductions  for  losses  in  one  field  of  endeavor  from  gains 
in  another,  and  limits  deductions  for  capital  losses  to  capital  gains. 
Delaware  H.  B.  203  and  New  York  Ch.  285  limit  gambling  losses 
to  gambling  gains.  The  Delaware  act  allows  deductions  for  busi- 
ness losses  but  limits  capital  losses  to  capital  gains.  Georgia  H.  B. 
724  denies  losses  in  certain  transactions  between  members  of  a  family 
or  with  controlled  corporations. 

Capital  gain  and  loss  provisions  were  affected  in  several  states. 
South  Dakota,  Ch.  205,  follows  a  movement  started  during  1934  in 
omitting  all  reference  to  capital  gains  and  losses.  By  Massachusetts 
Ch.  438,  a  tax  of  50  per  cent  will  be  levied  on  gains  from  property 
taken  by  eminent  domain,  provided  the  property  was  acquired  within 
one  year,  with  knowledge  of  the  contemplated  taking.  Alabama  H. 
B.  324  repeals  the  section  taxing  an  individual's  capital  gains  or 
allowing  a  deduction  for  capital  losses,  at  the  rate  of  3  per  cent,  in- 
stead of  the  regular  rates.  Montana  Ch.  148  sets  out  the  procedure 
for  determining  gain  or  loss.  The  new  California  act,  Ch.  329, 
provides  for  computing  gain  or  loss  on  the  same  basis  as  prescribed 
by  the  federal  act.  Amendments  were  made  by  Delaware  H.  B.  203, 
Kansas  Ch.  312,  and  several  New  York  acts  to  conform  with  certain 
1934  federal  changes.  More  specifically,  the  foregoing  Kansas  act 
follows  the  percentage  basis  for  determining-  the  amounts  to  be  added 
or  deducted  for  property  held  over  a  period  of  years.  The  Delaware 
act  and  New  York  Ch.  542  follow  new  federal  rules  for  preventing 
the  taking  of  a  loss  on  property  acquired  by  gift.     The  New  York 
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law  makes  value  at  the  date  of  death  the  basis  for  all  property  trans- 
mitted at  death.  The  complicated  provisions  affecting  mergers, 
consolidations,  and  reorganizations  were  amended  by  Alabama  H. 
B.  324,  Delaware  H.  B.  203,  Montana  Ch.  148,  and  Oklahoma 
H.  B.  192. 

Miscellaneous  other  amendments  of  the  personal  income  tax  laws 
are  set  out  below.  New  York  Ch.  933  includes  in  gross  income  the 
profits  from  the  sale  or  rental  of  property  situated  outside  the  state, 
so  far  as  constitutionally  permitted.  Filing  fees  no  longer  will  be 
required  in  Utah  under  Ch.  90  and  will  be  required  in  Montana 
under  Ch.  105,  only  from  persons  liable  for  a  tax.  The  date  for 
filing  in  Arkansas  is  advanced  by  Ch.  23  from  May  15  to  March  15. 
By  New  York  Ch.  364,  the  second  instalment  of  a  tax  will  be  due  two 
months  instead  of  three  months  after  the  return  is  due.  Delaware 
H.  B.  203  and  New  York  Ch.  244  adopt  a  provision  for  computing 
the  income  of  a  decedent  on  an  accrual  basis,  even  though  his  books 
were  kept  on  a  cash  basis.  The  New  York  act  also  provides  that 
in  case  of  instalment  sales,  allocation  of  profits  to  the  year  of  receipt 
will  be  allowed,  only  when  not  more  than  30  per  cent  (formerly  25 
per  cent)  of  the  selling  price  is  paid  at  the  time  of  purchase.  The 
same  percentage  is  fixed  by  Kansas  Ch.  312,  in  this  case  constituting 
a  reduction  from  40  per  cent.  By  Massachusetts  Ch.  152,  the  com- 
missioner may  order  verification  of  a  return  for  any  reason ;  for- 
merly, he  could  make  such  an  order  only  if  he  believed  the  return 
fraudulent  or  incorrect.  New  York  Ch.  480  applies  excess  payments 
as  a  credit  against  unpaid  installments  instead  of  making  a  refund 
of  the  entire  amount. 

Corporation  Income  Taxes 

Three  new  corporate  income  tax  laws  were  adopted  in  1935,  viz, 
Pennsylvania  Ch.  91  (in  effect  for  2  years  only),  South  Dakota  Ch. 
205,  and  Washington  Ch.  180.  These  bring  the  number  of  states 
having  corporate  income  taxes  to  30.9  Existing  corporate  income 
taxes  were  rewritten  by  Alabama  H.  B.  324,  Connecticut  Ch.  221, 
North  Carolina  H.  B.  32,  and  Oklahoma  H.  B.  192.  The  new  laws 
apply  to  both  foreign  and  domestic  corporations,  but  exclude  certain 
insurance  companies.  Banks  are  excepted  under  the  Pennsylvania 
law  and  probably  under  the  South  Dakota  law.  California,  by  Ch. 
275,  brings  utilities  within  the  terms  of  the  law.  New  York  Ch. 
745  subjects  receivers  to  the  tax,  when  they  conduct  a  corporation's 
business.     This  act  also  declares  that  a  foreign  corporation  holding 

9  The  30  states  having  corporate  income  taxes  are  Alabama,  Arizona, 
Arkansas,  California,  Connecticut,  Georgia,  Idaho,  Iowa,  Kansas,  Louisiana, 
Massachusetts,  Minnesota,  Mississippi,  Missouri,  Montana,  New  Mexico, 
New  York,  North  Carolina,  North  Dakota,  Oklahoma,  Oregon,  Pennsyl- 
vania, South  Carolina,  South  Dakota,  Tennessee,  Utah,  Vermont,  Virginia, 
Washington,  and  Wisconsin. 
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real  property  in  New  York  will  be  deemed  to  be  doing  business  in 
New  York. 

Rates  under  the  foregoing  laws,  together  with  new  rates  adopted 
in  other  states  are  as  follows:  Alabama  H.  B.  324 — 3  per  cent  (no 
change)  ;  California  Chs.  323  and  353 — \  per  cent  (formerly  2  per 
cent)  ;  Connecticut  Ch.  221 — 2  per  cent  (no  change),  Idaho  Ex.  Ch. 
30 — \Yz  to  8  per  cent  (formerly  1  to  6  per  cent)  ;  Massachusetts  Ch. 
480 — adds  10  per  cent  to  tax  as  computed;  New  York  Chs.  37  and 
367 — 6  per  cent  (formerly  4l/2  per  cent)  ;  North  Carolina  H.  B.  32 — 
6  per  cent  (no  change)  ;  Oklahoma  H.  B.  192 — 6  per  cent  (formerly 
1  to  6  per  cent)  ;  Pennsylvania  Ch.  91 — 6  per  cent  (new  law)  ;  South 
Dakota  Ch.  205 — 1  to  8  per  cent  (new  law)  ;  Washington  Ch.  180 — 
4  per  cent  (new  law).  The  Washington  act  permits  the  setting  off 
of  license  fees.  Utah  Ch.  89  repeals  the  property  tax  offset  formerly 
allowed.  Georgia,  by  H.  B.  724,  amends  its  4  per  cent  law  by  pre- 
scribing a  minimum  tax  of  2  per  cent  on  a  base  arrived  at  by  adding 
(1)  net  income,  (2)  salaries  and  compensation  to  officers  and  stock- 
holders owning  over  5  per  cent  of  the  issued  capital  stock  (or  a 
relative  per  cent  of  capital  stock  of  any  corporation  holding  the 
capital  stock  of  such  corporation),  and  after  deducting  (1)  $10,000, 
and  (2)  any  deficit.  The  Connecticut  act  prescribes  a  minimum  of 
$10  or  1  mill  applied  to  the  sum  of  the  outstanding  interest  bearing 
debt,  issued  and  outstanding  capital  stock,  surplus  and  undivided 
profits  and  reserves  which  may  reasonably  be  expected  to  accrue  to 
stockholders,  minus  deficits  and  holdings  of  corporate  stock. 

The  income  taxable  under  the  new  Pennsylvania  law  will  be  the 
same  as  that  reported  to  the  Federal  Government  less  deductions  for 
taxes  paid  to  it.  The  deductions  granted  in  Connecticut  will  be 
the  same  as  under  the  federal  Act  plus  any  allowances  for  federal 
taxes  on  income  or  profits,  losses  of  prior  years,  interest  from 
United  States,  state,  or  local  bonds,  or  for  interest  or  rent  paid. 
The  Alabama  $1,000  exemption  to  all  corporations  is  repealed  by 
H.  B.  324.  Georgia  H.  B.  724  repeals  the  exemption  to  royalties 
from  patents  and  also  repeals  a  provision  for  apportioning  depre- 
ciation and  depletion  between  lessor  and  lessee.  California  Ch.  281 
denies  the  right  to  make  consolidated  returns  but  requires  them 
when  improper  charges  are  made  for  goods  or  services  by  inter- 
corporate agreement.  New  York  Ch.  745  amends  its  definition  of 
earned  net  income  to  specifically  disallow  deduction  for  interest  on 
indebtedness  to  stockholders  or  members  of  their  immediate  families, 
except  interest  on  moneys  borrowed  for  ordinary  expenses  of  the 
corporation.  North  Carolina  H.  B.  32  provides  for  determining  the 
true  income  of  subsidiaries.  It  omits  a  provision  for  apportioning 
deductions,  where  the  taxpayer  had  tax-free  income,  but  in  another 
section  denies  any  deduction  for  interest  in  connection  with  owner- 
ship of  any  real  or  personal  property  the  current  income  from  which 
is  exempt.  Further,  no  deduction  will  be  allowed  for  taxes  paid  on 
property  the  current  income,  from  which  is  not  taxable. 
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Allocation  provisions  for  income  of  corporations  doing  business  in 
more  than  one  state  are  far  from  uniform.  Connecticut  and  Penn- 
sylvania use  the  arithmetical  average  of  property,  wages,  and  gross 
receipts  fractions.  Where  the  existing  method  in  New  York  does 
not  properly  reflect  corporate  activity,  Ch.  745  provides  that  gross 
receipts  or  gross  sales  and  gross  expense  fractions  will  be  added  to 
the  existing  fraction  and  the  result  divided  by  3.  By  Oklahoma 
H.  B.  192,  the  fraction  used  will  be  the  arithmetical  average  of 
accumulated  investment  of  property,  cost  of  manufacturing  or  sell- 
ing, gross  sales  or  gross  revenue ;  a  special  formula  is  provided  for 
utilities.  By  South  Dakota  Ch.  205,  apportionment  will  be  by  tak- 
ing the  arithmetical  average  of  property,  cost  of  manufacturing,  and 
sales  fractions.  Washington  Ch.  180  directs  the  tax  commission  to 
prescribe  rules  for  allocating  income  so  as  to  prevent  double  taxation 
by  considering  sales,  purchases,  cost  of  manufacture,  payroll,  prop- 
erty, etc.  Georgia's  allocation  provisions  were  generally  amended 
by  H.  B.  724. 

Other  Corporation  Taxes 

Two  new  corporate  capital  stock  taxes  were  adopted  in  1935,  viz, 
Xew  Mexico,  Chs.  10  and  116  and  Tennessee  Ex.  Ch.  5.  The  New 
Mexico  law  excludes  banks  and  insurance  companies  and  the  Ten- 
nessee law  excludes  national  banks  and  other  federal  instrumentali- 
ties. Massachusetts  trusts  and  partnerships  engaged  in  that  type  of 
business  for  which  a  corporation  may  be  formed  are  included  in 
Tennessee.  In  New  Mexico  the  rate  is  $1  per  $1,000  of  issued 
capital  stock  represented  by  property  and  business  in  New  Mexico. 
In  Tennessee,  it  is  15  cents  per  $100  invested  in  Tennessee.  Capital 
is  said  to  include  surplus  and  undivided  profits  and  is  not  to  be 
less  than  the  actual  cash  value  of  real  and  tangible  personal  property 
used  in  Tennessee.  A  credit  will  be  allowed  for  any  tax  paid  under 
the  excise  (income)  tax.  The  commissioner  is  to  consider  the  ratio 
of  property,  gross  receipts,  value  of  goods  manufactured,  mileage 
operations  of  carriers,  etc.  in  allocating  capital. 

North  Carolina's  1935  revenue  act,  H.  B.  32,  increased  the  fran- 
chise tax  rate  from  $1.50  to  $1.75  per  $1,000  of  capital  stock,  surplus 
and  undivided  profits.  The  basis  of  the  tax  shall  not  be  less  than 
the  issued  and  outstanding  capital  stock,  except  for  receiverships. 
The  new  law  does  away  with  the  provision  for  including  borrowed 
capital  in  excess  of  capital  stock,  surplus  and  undivided  profits. 
However,  indebtedness  of  a  subsidiary  owed  to  or  guaranteed  by 
the  parent  corporation  may  be  included  when  the  capital  stock  is 
deemed  inadequate  for  the  business.  No  deduction  for  reservation 
or  allocation  from  surplus  and  undivided  profits  will  be  allowed, 
other  than  for  definite  and  accrued  liabilities ;  taxes  accrued  and 
dividends  declared  shall  be  treated  as  deductible  liabilities.  The  tax 
as  applied  to  foreign  corporations  is  on  the  permission  to  do  business 
rather  than  on  the  doine  of  business. 
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By  Ch.  86,  Pennsylvania's  5  mill  capital  stock  tax  is  extended  to 
manufacturing  and  certain  other  corporations  for  a  2  year  period. 
Hereafter,  it  will  be  known  as  a  franchise  tax,  to  be  measured  by 
the  taxable  value  of  the  capital  stock  allotted  to  Pennsylvania  by 
taking  the  arithmetical  average  of  property,  wages,  and  gross  re- 
ceipts fractions. 

By  South  Carolina  Ch.  104,  taxes  on  capital  stock  of  domestic 
corporations  will  not  apply  to  that  part  represented  by  property  out- 
side of  South  Carolina.  Michigan  Ch.  102  exempts  shares  of  stock 
owned  by  the  United  States  in  computing  the  tax  based  on  capital 
stock.  By  Rhode  Island  Ch.  2189,  corporate  excess  will  be  based 
on  the  fair  cash  value  of  stock  on  December  31  rather  than  on  the 
average  for  the  year.  North  Carolina  corporate  excess  tax  pro- 
visions were  repealed  by  Ch.  417. 

The  value  of  no-par  stock  for  tax  purposes  is  fixed  at  $100  by 
Idaho  Ex.  Ch.  62.  By  Alabama  H.  B.  324,  the  value  of  moneys, 
property  and  other  things  of  value  dedicated  to  capital  account  shall 
be  the  value  of  no-par  stock  for  purpose  of  initial  taxes  on  foreign 
corporations.  Florida  H.  B.  426  declares  that  corporations  which 
have  failed  for  3  years  to  file  reports  or  pay  their  capital  stock  tax 
shall  be  classed  as  inactive  and  subject  to  be  dissolved,  or  in  the  case 
of  foreign  corporations  to  have  their  permits  cancelled.  By  Louisiana 
3rd  Ex.  Ch.  8,  foreign  corporations  may  not  sue  in  Louisiana  courts 
unless  their  taxes  are  paid.  Pennsylvania  Chs.  347  and  348  allow  a 
4  per  cent  discount  on  advance  1936  payments  of  certain  corporate 
taxes.  California  Ch.  289  grants  all  the  privileges  and  immunities 
of  a  United  States  agency  to  certain  corporations  formed  by  the 
United  States,  and  New  York  Ch.  305  specifically  exempts  mortgage 
loan  companies  owned  directly  or  indirectly  by  the  United  States 
from  state  and  local  taxes,  except  recording  fees. 

Unincorporated  Business  Taxes 

Unincorporated  business  will  provide  a  new  source  of  revenue  for 
1  year  under  New  York  Ch.  33,  which  levies  a  4  per  cent  net  in- 
come tax;  $5,000  is  exempt.  The  Connecticut  gross  receipts  tax  on 
unincorporated  business  was  rewritten  by  Ch.  198;  the  liquor  busi- 
ness, motor  carriers  and  amusements  are  brought  within  its  terms. 

Bank  Taxes 

The  use  of  income  as  a  basis  for  taxing  national  banks  is  accepted 
by  Connecticut  Ch.  221  and  Washington  Ch.  180  and  applied  to 
state  banks  as  well.10  The  Connecticut  act  repeals  the  old  share 
tax  and  the  tax  on  savings.  The  rate  is  2  per  cent  in  Connecticut 
and  4  per  cent  in  Washington.     A  1932  initiated  Washington  act 

10  These  bring  the  number  of  states  using  this  basis  to  II,  viz.,  Alabama, 
California,  Connecticut,  Idaho,  Massachusetts,  New  York,  Oklahoma,  Oregon, 
Utah,  Washington,  and  Wisconsin. 
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was  held  unconstitutional.  Oklahoma  H.  B.  192  is  a  rewriting  of 
the  income  tax  on  banks.  The  new  rate  is  6  per  cent  and  is  in  lieu 
of  the  old  graduated  1  to  6  per  cent  levy.  The  new  act  definitely 
applies  the  tax  to  Morris  Plan  companies,  repeals  the  exemption  of 
income  from  U.  S.  bonds,  and  allows  deductions  for  bad  debts  only 
on  the  order,  direction,  or  approval  of  examining  officials.  Cali- 
fornia Ch.  353  continues  the  administrative  fixing  of  income  tax 
rates  but  substitutes  a  range  of  4  per  cent  to  8  per  cent,  in  lieu  of  2 
per  cent  to  6  per  cent. 

The  non-application  of  corporation  income  taxes  to  most  banks 
is  declared  by  Georgia  H.  B.  561  and  Louisiana  1st  Ex.  Ch.  21.  It 
is  declared  in  Wisconsin  Ch.  168  that  a  trust  created  by  any  bank 
operating  under  a  stabilization  and  readjustment  agreement  shall  not 
be  considered  a  separate  taxable  entity. 

The  bank  deposit  5-mill  tax  in  Maine  is  amended  by  Ch.  50  to 
apply  only  to  deposits  drawing  2  per  cent  interest  or  more,  instead 
of  3  per  cent  or  more.  The  deposits,  shares,  and  capital  of  Ohio 
financial  institutions  in  the  custody  of  conservators,  receivers  or 
other  liquidators,  may  be  assessed  or  reassessed  by  the  tax  com- 
mission, under  S.  B.  323.  Iowa  Ch.  78  requires  the  remission  of 
all  unpaid  taxes  on  capital  stock  of  banks  closed  or  in  receivership. 
By  New  Jersey  Ch.  210,  the  deduction  for  real  property  owned  by 
a  bank  for  fixing  the  taxable  value  of  bank  stock  is  extended  to 
permit  deduction  of  real  property  of  a  corporation  all  of  whose  stock 
is  owned  by  the  bank. 

Indiana's  intangibles'  tax  law  is  amended  by  Ch.  298  to  allow 
banks  and  trust  companies  to  exclude  charitable  deposits  from  tax- 
ation, and  to  require  that  the  assessed  value  of  real  estate,  rather 
than  the  book  value,  be  deducted  from  the  capital  stock  on  which  the 
tax  is  based.  The  law  was  further  amended  by  Ch.  263  to  bring 
all  building  and  loan  associations  within  its  terms. 

Federal  relations  are  the  subject  of  several  laws.  Tax  bases  will 
be  adjusted  in  the  case  of  stock  owned  by  the  United  States,  in 
computing  bank  taxes  under  Maine  Ch.  96,  Michigan  Ch.  102,  and 
New  York  Ch.  120.  Maryland  Ch.  320,  in  authorizing  the  con- 
version of  building  and  homestead  associations  into  federal  savings 
and  loan  associations,  provides  that  they  shall  be  regarded  as  do- 
mestic corporations  and  taxed  in  the  same  manner  as  domestic  home- 
stead and  building  associations ;  this  is  permitted  by  federal  legisla- 
tion. Minnesota  Ch.  131  authorizes  agreements  with  national  banks 
for  paying  75  per  cent  of  their  tax  assessments,  despite  invalidation 
of  the  law  under  which  they  are  taxed;  this  is  a  continuation  of  the 
practice  in  effect  since  1924.  Minnesota  Res.  No.  16  memorializes 
Congress  to  permit  the  taxation  of  national  bank  stock  on  an  ad 
valorem  basis,  with  no  limitation,  other  than  that  the  rate  shall  not 
exceed  that  on  state  banks. 
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Insurance  Companies 

An  unusually  large  number  of  increases  in  premium  taxes  on  in- 
surance companies  were  effected  during  1935.  Utah  Ch.  40  jumped 
the  rate  from  \]/2  per  cent  to  2J4  per  cent.  New  York  Ch.  36  im- 
poses an  increase  on  iife  companies  from  1  per  cent  to  \Y\  per  cent 
and  on  others  (except  marine)  from  1  per  cent  to  2  per  cent.  Under 
South  Dakota  Ch.  198,  a  1  per  cent  tax  on  premiums  will  be  ex- 
acted in  lieu  of  the  moneys  and  credits  levy  on  stock.  The  Alabama 
tax  on  foreign  insurers  is  increased  to  2l/2  per  cent  by  H.  B.  324. 
By  Illinois  H.  B.  751,  the  rate  on  fire  insurers  will  be  ]/2  of  1  per 
cent  instead  of  %  of  1  Per  cent.  Other  taxes  on  fire  insurance  com- 
panies for  firemen's  pensions  will  be  exacted  under  Minnesota  Chs. 
86  and  280,  Nebraska,  S.  F.  40,  and  North  Dakota  S.  B.  8.  Similar 
taxes  for  pensions  under  Indiana  H.  B.  322  and  Texas  H.  B.  187 
were  vetoed. 

Insurance  taxes  other  than  premium  taxes  will  be  governed  by 
certain  1935  laws.  Connecticut  Ch.  204  provides  for  a  2  per  cent 
levy  on  net  premiums  and  investment  income  (6^  per  cent  on  in- 
vestment income  of  other  than  life  companies)  ;  this  tax  is  in  lieu 
of  all  other  taxes,  which  are  repealed.  By  Pennsylvania  Ch.  86, 
the  rate  of  capital  stock  tax  is  increased  from  3  mills  to  5  mills. 
In  Vermont,  Ch.  28  includes  real  estate  outside  of  Vermont  in  the 
base  for  the  tax  on  domestic  life  companies  but  reduces  the  rate 
from  1  per  cent  to  ]/2  of  1  per  cent.  California  Ch.  751  amends  the 
law  relating  to  taxes  to  be  paid  by  reciprocal  or  inter-insurance  ex- 
changes, alters  the  method  of  computing  the  tax,  and  provides  for 
payment  by  the  exchange  instead  of  by  the  attorney-in-fact. 

Chain  Store  Taxes 

Four  new  chain  store  tax  laws  were  adopted  in  1935,  viz,  Cali- 
fornia Ch.  249,11  Iowa  Ch.  75,  South  Dakota  Ch.  204,  and  Wisconsin 
Ch.  545.  These  bring  the  number  of  states  having  chain  store  taxes 
based  on  the  number  of  stores  to  19. 12  Existing  chain  store  tax 
laws  were  rewritten  by  Alabama  H.  B.  324,  Florida  S.  B.  724,  Mich- 
igan Ch.  177,  and  North  Carolina  H.  B.  32.  A  bill  adopted  in  Wash- 
ington was  vetoed.  The  laws  of  Iowa,  North  Carolina,  and  Wis- 
consin include  gasoline  stations,  special  rates  being  provided  by  the 
North  Carolina  and  Wisconsin  acts.  The  rates  on  stores  generally 
are  increased  by  the  revision  acts.  Graduated  gross  receipts  taxes 
(limited  to  chains)  are  applied  in  addition  to  the  store  taxes,  in 
Florida,  Iowa,  and  South  Dakota. 

11  Petitions  have  been  filed  requiring  submission  to  referendum. 

12  The  19  states  having  chain-store  taxes  based  on  the  number  of  stores 
are  Alabama,  California,  Colorado,  Florida,  Idaho,  Indiana,  Iowa,  Kentucky, 
Louisiana,  Maine,  Maryland,  Michigan,  Minnesota,  Montana,  North  Caro- 
lina, South  Carolina,  South  Dakota,  West  Virginia,  and  Wisconsin. 
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The  maximum  store  rates  applicable  under  the  1935  laws  are: 
Alabama — $112.50  on  20th  store;  California — $500  on  10th  store; 
Florida — $400  on  16th  store;  Iowa — $155  on  51st  store;  North  Caro- 
lina— $225  on  201st  store  ($85  for  101st  gasoline  station)  ;  South 
Dakota — $10  on  10th  store;  Wisconsin  $250  on  26th  store  ($50  on 
41st  gasoline  station).  Michigan  in  revising  its  law,  made  no 
change  in  the  store  rate  but  adopted  a  special  tax  for  branch  or 
chain  counters  (as  distinguished  from  stores),  the  rates  ranging 
from  $10  to  $25. 

The  graduated  rate  on  gross  receipts  in  Florida  ranges  up  to  5 
per  cent,  depending  on  the  number  of  stores,  and  in  South  Dakota 
ranges  up  to  1  per  cent.  In  Iowa,  there  will  be  exacted  sums  rang- 
ing up  to  $476,000,  when  the  sales  total  $9,000,000;  $1,000  will  be 
exacted  for  each  additional  $10,000  of  sales.  There  is  considerable 
doubt  as  to  the  constitutionality  of  these  laws  and  they  may  be 
overturned. 

Utility  Taxes 

The  most  evident  trend  this  year  in  public  utility  tax  legislation 
seems  to  be  the  imposition  of  an  additional  fee  based  generally  on 
gross  receipts,  the  proceeds  to  be  used  for  administrative  purposes, 
e.  g.  Arkansas  Ch.  324,  California  Ch.  683,  Louisiana  1st  Ex.  Ch.  2, 
Tennessee  Ch.  139,  Utah  Ch.  64,  and  West  Virginia  Ch.  83. 

The  most  important  revenue  producing  act  taxing  utilities  in  gen- 
eral is  Pennsylvania  Ch.  89,  which  increases  the  existing  gross  re- 
ceipts rate  from  8  mills  to  14  mills  and  extends  its  application  to  gas 
companies,  water  companies,  steam  heating  companies,  and  muni- 
cipally owned  and  operated  utilities.  North  Carolina  H.  B.  32  pro- 
vides that  hereafter  the  tax  on  certain  utilities  will  be  based  on 
gross  receipts  rather  than  gross  earnings.  Oklahoma  H.  B.  404 
authorizes  municipalities  to  tax  gross  receipts  from  sales  of  power, 
light,  heat,  gas,  electricity,  and  water  at  not  exceeding  2  per  cent, 
and  Minnesota  Ch.  286  empowers  first  class  cities  to  fix  an  amount 
to  be  paid  by  utilities  for  use  of  the  streets. 

Hydro-electric  power  companies  will  bear  a  5  per  cent  gross 
receipts  tax  under  New  Jersey  Ch.  144;  local  taxes  paid  will  be  a 
credit  against  this  tax.  South  Carolina  Ch.  203  amends  certain 
provisions  of  the  electric  power  tax  law  to  avoid  instances  of  double 
imposition  of  levies.  Alabama's  revenue  act,  H.  B.  324,  continues 
the  4-mill  gross  receipts  tax  on  electric  utilities,  increases  the  gross 
receipts  tax  on  telephone  companies  from  2y2  per  cent  to  4  per  cent, 
and  raises  the  mileage  tax  on  telegraph  companies  from  $1  to  $1.50. 
Montana's  1  per  cent  tax  on  telegraph  revenue  is  doubled  by  Ch.  157. 

Railroads  incorporated  in  more  than  one  state  will  be  taxed  under 
the  Louisiana  income  tax  law,  as  provided  by  1st  Ex.  Ch.  21,  in 
the  same  manner  as  foreign  corporations.  Connecticut's  3^2  per 
cent  gross  earnings  tax  is  graduated  downward  by  Ch.  258  to  as 
low  as  2  per  cent,  the  minimum  applying   when  the  net  operating 


STATE  TAX  LEGISLATION,  1935  47 

income  is  8  per  cent  or  less  of  the  gross  earnings  and  the  maximum 
coming  into  operation  when  it  exceeds  18  per  cent.  Montana's 
board  of  equalization  is  given  the  discretion  of  continuing  the  5 
per  cent  gross  earnings  tax  on  freight  line  companies  or  substituting 
a  property  tax  at  the  average  state  and  local  rates,  on  a  valuation 
to  be  fixed  after  considering  numerous  factors.  Pennsylvania  Ch. 
89  repeals  the  gross  receipts  tax,  so  far  as  it  affects  street  railway 
and  traction  companies,  and  Ohio  S.  B.  23  continues  for  2  years  the 
exemption  of  non-dividend  paying  interurbans  from  all  taxes  except 
real  estate  taxes  (provided  no  employee  is  paid  more  than  $5,000 
a  year). 

Motor  Carriers 

Port-of-entry  laws  adopted  in  3  states,  viz,  Delaware  Ch.  39,  New 
Mexico  Ch.  136,  and  Oklahoma  H.  B.  355,  stand  out  as  an  important 
development  in  1935.  These  laws  require  entry  to  the  state  over 
certain  designated  roads  at  which  stations  are  placed  for  checking 
carriers  before  they  proceed  further,  for  collecting  taxes,  etc. 
Kansas,  by  H.  B.  615,  amends  its  law  to  exempt  ambulances  and 
funeral  hearses,  and  to  grant  monthly  passes  to  trucks  carrying 
newspapers  or  mail. 

Tax  laws  are  rewritten  in  whole  or  in  part  by  Utah  Ch.  65,  Wash- 
ington Ch.  180,  and  Wyoming  H.  B.  193,  the  former  substituting 
a  load  tax  for  the  ton-mile  tax.  Kansas,  by  H.  B.  636,  repealed  its 
ton-mile  tax.  Colorado's  5-mill  ton-mile  tax  is  reduced  to  3  mills 
by  S.  B.  293,  294,  and  296.  The  gross  weight  tax  in  Indiana  is 
reduced  by  H.  B.  153.  Montana  Ch.  100  levies  Yz  of  1  per  cent  on 
the  gross  operating  revenue  for  administrative  purposes. 

Street  car  companies  whose  lines  have  been  completely  superseded 
by  buses  will  be  taxed  under  New  Jersey  Ch.  99  in  the  same  manner 
as  bus  companies.  Tennessee  Ch.  160  provides  that  buses  operated 
as  part  of  a  municipal  system  shall  be  taxed  on  the  same  basis  as 
street  cars. 

Severance  Taxes 

Mines  come  in  for  new  taxes  under  Idaho  Ex.  Ch.  65  and  South 
Dakota  Ch.  203.  The  former  exacts  3  per  cent  on  the  net  proceeds 
from  coal,  minerals  and  metals  and  the  latter  4  per  cent  on  the 
gross  receipts  from  minerals  extracted  over  50.000  tons.  The  Idaho 
law  is  in  addition  to  other  taxes  and  the  South  Dakota  law  in  lieu 
of  others.  An  Alaska  net  income  tax  may  be  noted.  It  is  Ch.  74 
and  levies  a  graduated  tax  ranging  from  %  of  1  per  cent  to  4  per 
cent.  By  Oklahoma  H.  B.  87,  the  gross  receipts  rate  on  asphalt 
and  ores  is  increased  from  ^2  of  1  per  cent  to  Y\  of  1  per  cent. 
Montana  Ch.  188  makes  mine  operators  primarily  liable  for  tax  on 
metaliferous  mine  royalties. 

Oil  tax  laws  were  amended  in  Louisiana,  New  Mexico,  Oklahoma, 
and  Texas.     Most  important  is  Oklahoma  H.  B.  87,  which  increases 
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the  gross  production  tax  from  3  per  cent  to  5  per  cent;  this  same 
increase  also  applies  to  gas.  Louisiana  2nd  Ex.  Chs.  5  and  25 
authorize  the  governor  to  reduce  the  5  per  cent  per  barrel  tax  on 
oil  refiners  to  1  cent  per  barrel.  Taxes  for  administrative  purposes 
in  enforcing  production  laws  are  found  in  New  Mexico  Ch.  72, 
Oklahoma  H.  B.  188,  and  Texas  Ch.  245 ;  the  rate  is  l/&  of  1  per  cent 
of  proceeds  in  New  Mexico,  l/i  of  1  cent  per  barrel  in  Oklahoma, 
and  3/16  of  1  cent  per  barrel  (formerly  yfa  of  1  cent)  in  Texas. 
Texas  Ch.  246  requires  permits  for  transporting  crude  petroleum 
on  the  highways,  and  Oklahoma  H.  B.  591  provides  for  confiscating 
vehicles  transporting  crude  petroleum  in  violation  of  tax  laws. 
Texas  Ch.  353  makes  producers  primarily  liable  for  the  production 
tax. 

The  forest  reserve  tax  of  Michigan  is  reduced  by  Ch.  163  to  5 
cents  per  acre  (formerly  10  cents)  ;  the  withdrawal  fee  is  fixed  at 
3  cents  per  acre  (formerly  5  cents).  By  Oregon  Ch.  347,  the  rate 
on  classified  forest  lands  west  of  the  summit  of  the  Cascade  Moun- 
tains is  continued  at  5  cents  per  acre  but  is  reduced  to  4  cents  east 
of  the  summit.  Louisiana  2nd  Ex.  Ch.  24  increases  the  severance 
tax  on  pine  from  7  cents  per  1,000  feet  to  12  cents  per  1,000  feet. 

Poll  Taxes 

Poll  taxes  for  old  age  pensions  are  levied  by  Connecticut  Ch.  110, 
Nebraska  S.  F.  137,  and  Vermont  Ch.  29.  The  rate  will  be  $3  in 
Connecticut,  $2  in  Nebraska,  and  $1.75  in  Vermont.  The  Con- 
necticut act  repeals  the  existing  $2  personal  tax,  and  the  Vermont 
act  repeals  the  $1.50  flood  tax.  Michigan  Ch.  159  abolishes  the  poll 
tax  for  old  age  pensions.  The  Arizona  road  and  school  poll  tax  laws 
were  repealed  by  Ch.  100,  and  the  Iowa  county  50  cent  levy  was 
repealed  by  Ch.  81.  Certain  county  levies  were  also  abolished  by 
Pennsylvania  Ch.  232.  Georgia  S.  B.  161  repeals  the  law  relating 
to  road  duty  or  commutation  tax.  Iowa  Ch.  55  repeals  the  offset 
allowed  against  the  poll  tax  for  the  $2  pension  head  tax.  A  Dela- 
ware act  amends  the  Georgetown  charter  to  permit  the  placing  of  a 
poll  tax  on  women.  The  exemption  list  is  increased  by  Vermont 
Ch.  20  to  include  additional  war  veterans.  Montana  H.  B.  497 
permits  seizure  and  sale  of  property  for  non-payment,  and  Maine 
Ch.  139  requires  payment  before  being  licensed  to  operate  a  vehicle. 

Slot  Machine  Taxes 

Taxes  on  slot  machines  ordinarily  would  not  be  included  in  a 
paper  like  this  but  two  laws  this  year  are  designed  to  bring  in  large 
revenues.  A  Texas  act  imposes  a  $10  fee  on  machines  worked  with 
pennies  or  nickels  and  $20  on  others.  In  Florida,  operators  will 
pay  the  state  $150  plus  $10  to  $500  per  machine;  cities  and  counties 
may  change  operators  $75. 
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Disposition  of  Proceeds 

The  practice  of  ear-making  revenues  for  definite  functions  is  a 
subject  of  controversy.  A  table  at  the  end  (Exhibit  A)  shows  the 
estimated  receipts  (where  it  has  been  possible  to  obtain  estimates), 
and  the  manner  of  distribution. 

Property  Taxes,  Rate,  Etc. 

Property  taxes  is  a  subject  of  much  legislation,  a  large  part  of 
which  is  administrative  and  of  little  general  interest.  Probably,  dur- 
ing the  last  few  years,  rate  limitation  and  homestead  exemption,  as 
measures  for  reducing  the  property  owners'  burden  are  the  most  im- 
portant phases  of  the  entire  tax  field.  Rate  limitations  will  be  dis- 
cussed in  the  next  paragraph  and  homestead  exemption  below. 

Rate  limitation  constitutional  amendments  were  proposed  for  sub- 
mission to  referendum  by  Georgia  H.  R.  12  and  Nevada  S.  J.  R.  18.13 
The  rate  limit  covering  all  local  taxes  (state  levies  being  abolished) 
is  fixed  at  15  mills  on  tangibles  and  5  mills  on  intangibles  by  the 
Georgia  proposal.  In  Nevada,  the  limit  for  state  and  local  taxes 
including  bond  levies  is  50  mills. 

The  repeal  of  all  state  levies  on  property  is  another  interesting 
development  and  this  was  effected  by  Rhode  Island.14 

Assessment  of  Property 

A  rule  of  assessment  is  set  out  by  Minnesota  Ch.  237  which 
orders  assessors  to  give  weight  to  the  assessed  value  of  lands  simi- 
larly located  and  comparable  in  character,  quality  and  locality  in 
fixing  values  and  attaining  uniformity.  North  Dakota  S.  B.  98 
provides  that  the  assessed  valuation  of  a  municipality  shall  be  100 
per  cent  of  its  true  value  as  equalized  by  the  state  board  of  equaliza- 
tion. Provisions  for  assessing  omitted  property  are  set  out  by  Cali- 
fornia Ch.  461  and  New  Mexico  Chs.  46  and  129.  Review  and 
reassessment  are  regulated  by  Indiana  Chs.  163  and  306.  Maryland 
Ch.  468  postpones  any  general  reassessment  until  1937.  Connecticut 
Ch.  47  requires  town  clerks  to  give  assessors  a  list  of  all  property 
transfers  during  the  previous  year,  and  New  Hampshire  Ch.  57 
orders  registers  of  deed  and  probate  to  report  information  to  select- 
men and  assessors. 

Property  of  particular  types  received  special  attention  under  sev- 
eral laws.  Utilities,  automobiles,  vessels,  cattle,  and  grain  are 
specific  examples  and  are  discussed  in  the  succeeding  paragraphs. 

13  Other  states  having  blanket  limits  on  property  taxes  are  Indiana, 
Michigan,  New  Mexico,  Ohio,  Oklahoma,  Washington,  and  West  Virginia. 

14  Other  states  not  levying  local  ad  valorem  taxes  are  California,  Dela- 
ware, Illinois,  New  York,  North  Carolina,  Ohio,  Oklahoma,  Pennsylvania, 
South  Dakota,  Virginia,  and  Wisconsin.  Georgia  will  be  added  to  this  list 
if  its  proposed  constitutional  amendment  is  ratified. 
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Utilities  in  California  were  returned  to  the  local  assessment  rolls 
by  a  1933  constitutional  amendment ;  Ch.  599  revises  the  statutory- 
provisions  to  conform  with  this  change.  Another  California  act, 
Ch.  239,  provides  for  assessing  the  average  amount  of  rolling  stock 
in  the  state  and  local  units  on  the  basis  of  car  mileage,  track  mileage, 
and  other  factors.  Alabama  H.  B.  324  and  Washington  Ch.  123  also 
regulate  the  assessment  of  utility  property,  the  former  law  bringing 
pipe  lines  within  the  scope  of  state  assessment.  Utah  Ch.  82  pro- 
vides for  assessing  utilities  at  their  own  book  value,  but  makes  allow- 
ance for  the  practice  of  underassessing  property  generally.  Kansas 
Ch.  300  revises  the  method  of  assessing  motor  carriers,  the  tax  com- 
mission to  value  rolling  stock,  rights  and  privileges,  and  local  officers 
to  assess  other  property.  California  Ch.  696  authorizes  the  gov- 
ernor to  execute  a  compact  with  Nevada  concerning  the  taxation  of 
property  of  the  State  of  California  on  the  Nevada  side  of  Boulder 
dam. 

State  taxation  of  automobiles  (instead  of  county  and  city  taxation) 
is  provided  by  California  Ch.  362  until  December  31,  1937.  The 
rate  is  134  Per  cent  of  the  actual  market  value  and  is  to  be  paid  at 
the  time  of  registration.  Separate  assessment  is  provided  for  by 
Colorado  Ch.  169  and  Nebraska  H.  R.  90,  and  discontinued  by  Mon- 
tana Ch.  30.  The  Nebraska  act  orders  assessment  of  automobiles 
according  to  a  valuation  schedule  fixed  by  the  state  commission. 
Utah  Ch.  81  declares  the  situs  of  motor  vehicles  and  aircraft  to  be 
the  owner's  domicile,  except  when  usually  kept  in  some  other  taxing 
unit. 

Ocean-going  vessels  formerly  were  taxed  in  Oregon  one-fiftieth 
of  the  regular  state  rate.  Hereafter,  under  Ch.  82,  vessels  over  50 
tons  engaged  in  passenger  or  freight  traffic  will  be  taxed  10  per  cent 
of  the  consolidated  tax  levy  of  the  district  where  assessable,  and 
vessels  in  intercoastal  or  foreign  trade  will  be  taxed  at  1/5  of  1  per 
cent  of  the  current  consolidated  levy.  Registration  of  vessels  not 
over  50  tons  with  the  county  assessor  is  required  by  California 
Ch.  251. 

Transient  live  stock,  their  situs,  and  apportionment  of  assessments, 
have  presented  difficult  tax  problems  and  Arizona  Ch.  90,  Kansas 
Ch.  299,  and  Oregon  Ch.  71  sought  new  solutions. 

Grains  in  Ohio  and  South  Dakota  will  pay  a  bushel  tax,  in  lieu 
of  the  tax  on  personal  property.  The  rate  under  Ohio  S.  B.  186  is 
}A  of  1  mill  per  bushel  for  wheat  and  flax  and  }4  of  1  mill  for  other 
grains.  The  rate  under  South  Dakota  Ch.  196  is  one-half  that  in 
Ohio. 

Intangible  Property 

Classification  for  taxation  is  proposed  under  constitutional  amend- 
ments to  be  submitted  to  the  electorates  of  Georgia,  North  Carolina, 
North  Dakota,  Pennsylvania,  and  Washington. 
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An  exemption  is  provided  to  securities  and  solvent  credits  by 
•California  Ch.  734;  the  law  becomes  effective  with  the  inauguration 
of  the  personal  income  tax.  North  Carolina  Ch.  480  denies  exemp- 
tion to  bonds  otherwise  exempt,  if  such  bonds  are  purchased  within 
60  days  before  the  tax  listing  date  and  sold  within  60  days  after  the 
tax  listing  date.  Exemption  of  certain  mortgages  for  another  10 
years  is  authorized  by  Massachusetts  Ch.  231. 

An  additional  tax  of  1  mill  is  provided  for  2  years  by  Pennsyl- 
vania Ch.  182  on  the  same  class  of  property  now  taxed  under  the 
county  4-mill  personal  property  tax  and  the  corporate  loans  tax. 
Indiana  Ch.  294  is  an  amendment  of  the  1933  intangibles  stamp  tax 
law  and  includes  within  its  scope  postal  savings  certificates  (but  not 
postal  savings  bonds),  contracts  for  the  sale  of  real  estate,  leases 
with  option  to  purchase,  and  written  instruments  evidencing  an 
exchange  of  goods  or  property,  where  the  intent  is  the  ultimate 
transfer  of  the  title. 

Trust  property  is  affected  by  two  Maryland  acts.  The  first,  Ch. 
302,  exempts  certain  intangibles  of  a  trust  created  by  a  resident  for 
a  resident  and  held  by  a  non-resident,  but  subjects  the  net  income 
from  such  a  trust  to  a  6  per  cent  excise.  By  the  other,  Ch.  414, 
the  exemption  accorded  the  corpus  of  a  trust  created  by  a  non-resi- 
dent for  the  benefit  of  a  non-resident  and  held  by  a  domestic  trust 
company  is  extended  to  that  held  by  a  national  bank.  Collateral 
supplied  by  a  foreign  corporation  and  deposited  with  a  domestic 
trust  company  or  national  bank,  under  a  deed  of  trust,  as  collateral 
for  obligations  of  such  foreign  corporations  are  also  made  exempt 
by  Ch.  414. 

South  Dakota  Chs.  197  and  199  clarify  the  law  regarding  exemp- 
tion of  corporate  stock  by  specifically  applying  it  to  the  stock  of 
corporations  other  than  those  all,  or  substantially  all,  of  whose  prop- 
erty is  located  within  the  state.  Another  South  Dakota  act,  Ch.  50, 
provides  for  an  investigation  of  moneys  and  credits  tax  evasion. 

Exemption  from  Property  Taxes 

Homestead  exemptions  appear  to  have  an  immediate  interest. 
Legislatures  in  four  states  during  1935  proposed  constitutional 
amendments  for  submission  to  the  electorate.15  The  exemptions 
proposed  bv  the  legislatures  are  as  follows :  New  Mexico  S.  J.  R. 
5— $2,500,  North  Carolina  Ch.  444— $1,000.  Oklahoma  H.  J.  R.  4— 
$1,500,  Utah  S.  J.  R.  2— $2,000.  Subsequently,  an  initiated  Okla- 
homa constitutional  amendment  permitting  the  legislature  to  provide 
unlimited  exemption  was  ratified  and  the  legislative  proposal  was 
rejected.  The  exemption  once  fixed  under  the  initiated  measure 
may  not  be  reduced  for  20  years.  An  Iowa  bill  for  applying  the 
proceeds  of  the  sales  and  income  taxes  towards  providing  a  $2,500 

15  Four  states  already  have  such  exemptions,  viz.,  Florida  ($5,000), 
Louisiana   ($2,000),  Mississippi   ($1,000),  and  Texas   ($3,000). 


52  NATIONAL  TAX  ASSOCIATION 

homestead  exemption  was  vetoed.  Florida  S.  B.  123  gives  effect  to 
its  constitutional  exemption  approved  last  year. 

Household  property  and  other  personalty  are  receiving  further 
exemptions.  Attention  is  directed  to  the  following  laws,  all  of 
which  grant  additional  benefits :  California  Ch.  723,  Michigan  Ch. 
83,  Minnesota  Ch.  385,  North  Dakota  S.  B.  143,  Utah  S.  J.  R.  2,. 
and  Washington  Ch.  27.  Farmers  will  be  aided  by  New  Mexico 
Ch.  61,  North  Carolina  Ch.  480,  South  Carolina  Chs.  43,  44,  and 
234,  and  Wisconsin  Ch.  27. 

Blind  persons  are  allowed  a  $1,000  exemption  under  New  Hamp- 
shire Ch.  71,  provided  their  holdings  do  not  exceed  $5,000.  An 
exemption  to  disabled  veterans  is  provided  by  Idaho  Ch.  97.  Under 
Massachusetts  Ch.  294,  the  $2,000  exemption  to  widows,  persons, 
over  75  years  of  age,  and  minors  whose  father  is  dead,  is  limited 
to  property  used  as  a  domicile.  An  exemption  to  lots  purchased  for 
burial  purposes  was  repealed  by  Kansas  Ch.  130. 

Social  organizations  continue  to  secure  further  benefits.  Addi- 
tional war  veterans'  posts  will  be  exempt  under  New  York  Ch.  740, 
South  Carolina  Ch.  160  and  Wyoming  Ch.  24.  Texas  H.  B.  829 
frees  from  taxation  the  Texas  Federation  of  Women's  Clubs,  and 
Wisconsin  Ch.  38  allows  similar  privileges  to  turner  societies.  By 
California  Ch.  225,  an  exemption  is  granted  educational  and  relig- 
ious works  brought  into  the  state  for  exhibition.  A  faintly  opposite 
trend  is  indicated  by  Kansas  Ch.  298,  in  repealing  the  exemption  to 
fraternity  houses  and  by  Tennessee  Ch.  47  in  tightening  the  restric- 
tions against  exempt  property  being  used  for  business  purposes.  By 
New  York  Ch.  852,  exempt  non-sectarian  educational  associations 
may  not  deny  their  facilities  to  any  one,  by  reason  of  race,  color, 
or  religion. 

Government  property  will  be  taxed  under  a  few  provisions  and 
further  exempted  under  others.  New  Jersey  Ch.  250  permits  certain 
municipalities  to  tax  state  lands  within  their  borders.  By  Wisconsin 
Ch.  38,  county  lands  leased  to  families  with  school  children  are 
liable  for  school  taxes.  Flood  control  lands  in  Vermont  will  be 
taxed  locally,  under  Ch.  19,  at  their  value  fixed  in  the  quadrennial 
appraisal  next  preceding  their  acquisition  by  the  state.  Tennessee 
S.  B.  267  provides  for  surveys  to  determine  the  amount  of  land 
withdrawn  from  taxation  by  reason  of  the  Tennessee  Valley  Auth- 
ority program.  California  Ch.  547  exempts  migratory  bird  reser- 
vations. North  Dakota,  by  H.  B.  347,  exempts  moneys  and  credits 
coming  to  the  Rural  Rehabilitation  Corporation  by  reason  of  grants 
or  gifts  from  the  United  States,  and  by  S  B.  125,  authorizes  county 
boards  to  remove  from  the  rolls  inundated  lands  on  which  easements 
have  been  granted  by  the  owners  to  the  United  States.  Michigan 
Ch.  14  exempts  mortgages  issued  under  the  National  Housing  Act. 

Business  exemptions  are  also  to  be  noted.  Alabama  H.  B.  4  per- 
mits the  tax  commission  to  exempt  new  paper  and  pulp  wood  fac- 
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tories  (but  not  the  land)  from  state  taxes  for  10  years.  An  exemp- 
tion is  granted  by  Delaware  H.  B.  19  and  H.  B.  61  to  certain  in- 
dustrial sites.  Likewise,  South  Dakota  H.  B.  71  exempts  the  Yank- 
ton bridge,  and  Maryland  Ch.  225  continues  the  exemption  to  air- 
craft and  large  vessels.  Other  Maryland  laws,  Ch.  107  and  Ch.  146, 
exempt  certain  street  railway  lines.  Maine  Ch.  76  exempts  radium 
used  in  the  medical  practice. 

Collection  of  Property  Taxes 

No  phase  of  the  entire  field  of  taxation  has  been  productive  of 
more  legislation  than  the  subject  of  property  tax  collection.  It  has 
been  deemed  impracticable  to  describe  any  of  the  laws  other  than 
those  having  a  definite  importance  of  their  own  or  which,  together 
with  similar  laws  of  other  states,  are  of  collective  interest. 

Instalment  payments,  ten  in  number,  will  be  permitted  for  current 
taxes  under  Ohio,  S.  B.  221.  Probably  never  before  has  a  state 
come  so  close  to  permitting  monthly  tax  payments.  Connecticut,  by 
Ch.  213,  authorizes  payment  in  4  instalments;  this  is  the  usual 
maximum.  Partial  payments  will  be  accepted  under  Illinois  H.  B. 
211  and  Oregon  Ch.  336. 

Payment  as  a  condition  precedent  to  exercising  a  privilege  is  of 
interest.  California  Ch.  251  requires  tax  clearance  as  a  preliminary 
to  registration  of  small  vessels.  Laws  in  5  states  apply  the  prin- 
ciple to  taxes  on  motor  vehicles.  Operation  will  be  forbidden  under 
California  Ch.  362,  Colorado  H.  B.  531,  Connecticut  Ch.  241,  Mary- 
land (several  local  acts),  and  Utah  Ch.  46,  unless  property  taxes 
on  the  vehicles  are  paid.  Of  similar  import  are  North  Dakota  H.  B. 
154  and  Vermont  Ch.  33,  which  provide  for  deducting  part  of  a 
public  employee's  salary,  if  his  taxes  are  delinquent.  Pennsylvania 
Ch.  35  deletes  provisions  allowing  imprisonment  for  nonpayment. 

The  time  for  paying  certain  1934  or  1935  taxes  is,  or  may  be, 
extended  under  the  laws  of  10  states,  viz,  Florida  S.  B.  1,  Iowa  Ch. 
79,  Louisiana  2nd  Ex.  Ch.  34,  Michigan  Ch.  57,  New  Hampshire, 
H.  B.  147,  New  York  Ch.  256,  South  Carolina  H.  B.,  295,  Ten- 
nessee S.  J.  R.  20,  Ch.  50,  Washington  Chs.  30,  79  and  166,  and 
Wisconsin  Chs.  7  and  209. 

Penalties  or  interest  on  taxes  delinquent  on  a  specified  date  are 
waived  or  reduced  under  the  laws  of  19  states,  viz;  Arkansas,  Ch. 
18,  California,  Ch.  313,  Colorado,  H.  B.  200,  Idaho,  Ch.  2,  Kansas, 
Ch.  56,  Maryland,  Ch.  387,  Michigan,  Ch.  57,  Montana,  Ch.  88, 
New  Jersey,  Chs.  42  and  119,  New  Mexico,  Ch.  133,  New  York, 
Ch.  583,  North  Dakota,  H.  B.  48,  H.  B.  265,  Oklahoma,  S.  B.  11, 
Pennsylvania,  Chs.  52,  75  and  180,  Tennessee,  Chs.  38  and  48,  Utah, 
Ch.  85,  Washington,  Ch.  166,  West  Virginia,  Chs.  54  and  55,  Wis- 
consin, Ch.  128.  Adjustments  and  compromises  mav  be  effected 
under  Florida  H.  B.  163,  H.  B.  747,  and  New  York  Ch.  799. 

Interest  on  future  delinquencies  is  reduced  by  Idaho  S.  B.  41, 
Massachusetts  Chs.  158  and  414,  North  Dakota  S.  B.  82,  Pennsyl- 
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vania  Chs.  241,  242  and  243,  and  Wisconsin  Ch.  24.  The  entire  tax 
will  become  delinquent  on  failure  to  pay  any  instalment,  under  Con- 
necticut Chs.  305  and  316,  and  Michigan  Ch.  73.  The  opposite  will 
be  true  under  Nebraska  S.  F.  6. 

Tax  sales  are  postponed  by  7  states,  viz,  California,  Ch.  313,  In- 
diana, Ch.  4,  Maryland,  Ch.  177,  North  Carolina,  Ch.  234,  Penn- 
sylvania, Ch.  5,  P.  L.  Res.  2,  Tennessee,  Chs.  38  and  98  and  Wash- 
ington, Ch.  166. 

The  time  for  redeeming  from  past  sales,  generally  with  reduced 
interest  or  penalties,  is  extended  by  12  states,  viz,  Arkansas,  Chs.  6 
and  18,  California,  Ch.  313,  Kansas,  Ch  307,  Minnesota,  Ch.  387, 
Montana,  Ch.  88,  Nebraska,  H.  B.  1,  North  Carolina,  Ch.  75,  North 
Dakota,  S.  B.  262,  H.  B.  76,  Oklahoma,  H.  B.  121,  Oregon,  S.  B. 
323,  Tennessee,  Chs.  85  and  86,  West  Virginia,  Chs.  54  and  55. 
The  period  of  redemption  for  future  sales  is  lengthened  by  Oregon 
Ch.  336  and  Pennsylvania  Ch.  415. 

Payment  of  delinquent  taxes  over  a  period  of  years,  generally, 
with  reduced  interest  or  penalties,  is  authorized  by  13  states,  viz, 
Arizona,  Ch.  30,  California,  Ch.  313,  Illinois,  H.  B.  568,  Indiana, 
Ch.  166,  Kansas,  Ch.  307,  Maryland,  Ch.  387,  Montana,  Ch.  149, 
Nebraska,  H.  R.  78,  New  Jersey,  Ch.  42,  New  Mexico,  Ch.  133, 
Pennsylvania,  Chs.  52,  75,  and  180,  South  Dakota,  Ch.  194,  Wash- 
ington, Ch.  166. 
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EXHIBIT  A 

Disposition  of  Proceeds 


Citation 


Alabama 

H.  B.  324 

H.  B.  329 
Arizona 

Ch.  77 

Ch.  78 

Ch.  79 
Arkansas 

Ch.  46 

Ch.  56 

Ch.  69 

Ch.  109 


Ch.  233 
Ch.  324 
Ch.  339 
California 
Ch.  51 
Ch.  329 
Ch.  330 

it 

Ch.  353 
Ch.  355 
Ch. 358 
Ch.  362 

Ch.  515 
Ch.  849 
Colorado 
Ch.  82 
Ch. 133 
Ch.  142 
Chs    172,  189 

Connecticut 
Ch.  100 
Ch. 104 
Ch.  198 

Ch.  221 
Ch.  228 
Ch. 325 
Delaware 
S.  B.  14 
II.  B.  14,  21 


Subject 


Revenue  act 
Oleomargarine 

Gross  income 
Luxuries 
Horse  racing 

Horse  racing 
Oleomargarine 
Wine 
Liquor 


Sales 
Utilities 
Dog  racing 

Oleomargarine 

Income 

Liquor 

Beer  and  wine 

Corporations 

Sales 

Inheritance 

Automobile 

Horse  racing 
Chain  stores 

Beer 

Inheritance 

Liquor 

Sales 


Poll  tax 

Insurance 

Unincorporated 

business 
Corporations 
Gasoline 
Cigarettes 

Horse  racing 
Miscellaneous 


Estimated 
annual 
receipts 


$24,000,000 


2,500,000 
1 ,500,000 


1 50,000 

100,000 
1,250,000 


2,225,000 
100,000 


8,250,000 
6,630,000 
1,740,000 
13,000,000 
59,500,000 
6,000,000 
6,875,000 


2,250,000 


4,000,000 


1,500,000 
1,200,000 

25,000" 
550,000  s 
6,000,000 


Disposition 


State  general;  schools 
State  general 

Relief  15  %  ;  balance  state  general 

Relief 

State  general 

Old  age  pensions  \^\  charities  % 

State  general 

Old  age  pensions 

State  general  $500,000;   old  age 

pensions     $500,000;      balance 

schools 
Schools  65%  :  state  general  35% 
Administration 
Old  age  pensions  I3;  charities  % 

State  general 

State  general 

State  and  local 

State  and  local 

State  general 

State  general 

State  general 

Cities    25%;     counties    1 2^%; 

road  bonds  62^2  % 
Fairs;  relief;  Un.  of  Cal. 
State  general 

Old  age  pensions 
Probably  state-general 
Old  age  pensions 
Relief  $1,200,000;    balance  state 
general 

Old  age  pensions 
State  general 


State  general 
State  general 
Roads 
1,200,000    State  general 


Diverts  $400,000  from  school 
fund,  $600,000  from  highway 
fund,  and  $839,059  from  other 
funds  to  the  general  fund 
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Estimated 

Citation 

Subject 

annual 

Disposition 

receipts 

Delaware 

H.  B.  308 

Manufacturers 

— 

State  general 

H.  B.  309 

Merchants 

— 

State  general 

H.  B.  360 

Gasoline 

$1,500,000 

Roads 

Florida 

S    B.  18 

Oranges 

— 

Orange  advertising 

S.  B.  19 

Grapefruit] 

— 

Grapefruit  advertising 

S   B.  20 

Tangerines 

— 

Tangarine  advertising 

S.  B.  724 

Chain  stores 

4,086,000 

Schools 

S.  B.  1038 

Oleomargarine 

— 

State  general 

H.  B.  427 

Gasoline 

— 

Continues  1  cent  diversion 

H.  B.  496 

Liquor 

2,000,000 

— 

Ch.  — 

Slot  machines 

500,000 

— 

Georgia 

H.  B.  3 

Highway  funds 

Diverts  $2,000,000  for  past  due 
confederate  pensions,  school 
teachers'  salaries,  and  other 
uses 

H.  B. 90 

Beer 

— 

Schools 

H.  B. 144 

Liquors,  etc. 

— 

Schools 

H.  B.  392 

Oleomargarine 

— 

State  general 

H.  B.  561 

Malt  extracts 

— 

State  general 

Idaho 

Ch.  132 

Beer 

— 

State  general  J^ ;  schools  }4 

Ex.  Ch.  12 

Sales 

1,150,000 

Relief  $1,200,000;  schools  $50,- 
000:  balance  ^  to  state  gen- 
eral and  }4  t0  schools 

Ex.  Ch.  30 

Income 

I ,  I  70,000 

State  general 

Ex.  Ch.  56 

Inheritance 

25,OCO 

State  general  90%  ;  counties  10% 

Ex.  Ch.  65 

Mining 

— 

Schools 

Illinois 

S.  B.  207 

Sales 

60,000,000 

Relief  }y,  state  general  % 

S.  B.  209 

Utility  sales 

7,000,000 

Relief  until  Dec.  31,  193b;  state 
general  thereafter 

Indiana 

H.  B.  399 

Liquor 

State  general 

Iowa 

Ch.  75 

Chain  stores 

— 

State  general 

Ch.  76 

Income    and 

— 

Diverts     $4,000,000      for     relief, 

sales 

$500,000  to  C.C.C.  expansion; 
$3,000,000  state  general;  re- 
peals provision  allotting  $6,000,- 
000  to  state  general 

Louisiana 

Ch.  2 

Utilities 

— 

Administration 

Ch.  10 

Corporations 

— 

Diverts  $400,000  to  Un.  of  La. 

Maine 

Ch.  13 

Milk 

— 

Administration 

Ch.  15 

Oleomargarine 

— 

State  general 

Ch.  130 

Horse  racing 
6 

— 

State  general 
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Citation 


Maryland 
Ch.  yo 
Ch.  188 


Massachusetts 
Ch.  476 
Ch.  480 

Michigan 
Ch. 161 
Ch.  177 
Ch. — 


Minnesota 

Ch.  86 
Missouri 

H.B.  198,541 


Montana 
Ch.  26 
Ch.  100 

Ch.  157 

Nebraska 
S.  F.  14 
S.  F.  30 
S.  F.  137 
S.  F.  240 
S.  F.  363 
H.  F.  128 
H.  F.  174 

Nevada 
Ch.  160 


New  Hampshire 
Ch.  22 

Ch.  149 
H.  B.  432 
New  Jersey 
Ch. 291 
Ch. 268 
Ch.  144 


Subject 


Inheritance 
Inheritance 
Sales 


Gasoline 
Income,    inheri 
tance,  corp. 

Inheritance 
Chain  stores 
All  taxes 


Fire  insurance 
Sales 


Freight  lines 
Motor  lines 
Telegraph 


Horse  racing 

Aviation  gas 

Poll  tax 

Fire  insurance 

Gasoline 

Liquor 

Inheritance 


Liquor 


Horse  racing 

Beer 
Inheritance 

Gasoline 

Sales 

Hydro-electric 


Estimated 
annual 
receipts 


,  1 00,000 


Disposition 


Service  bond  issue 
Diverts  $350,000  to  relief 
Relief  $3,500,000;   old    age  pen- 
sions $1,500,000 


—  Diverts  $9,500,000  to  state  general 

2,800,000    State  general 


State  general 

State  general;  formerly  schools 
All  revenues  except  for  highways 
and    conservation    purposes   to 
be  credited  to  general  fund 

Firemen's  pensions 

Relief  $6,coo,ooo;  old  age  pen- 
sions $2,500,000;  care  of  county 
insane  $2,400,000 

Schools 
Administration 

Relief  80  %  ;  state  general  15  %  ; 
schools  5% 


1 30,000 
3,000,000 
1,556,166 


Aviation  fund 

Old  age  pensions 

Firemen's  pensions 

Relief 

Relief  }4;  state  general  }■£ 

Continues  diversion  for  relief 


250,000  Schools  $100,000;  University 
contingent  fund  $24,000 :  bal- 
ance to  relief 


300,000' 
187,500 


25,000,000 


Rehabilitation  of  treasury  and  re- 
tirement of  debt 
State  general 
State  general 

Permits  diversion 
State  general 

To  state  but  a  credit  against  state 
taxes  on  local  units 
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Estimated 

Citation 

Subject 

annual 

Disposition 

receipts 

New  Mexico 

Chs.  10,  1 1 6 

Corporations 

$250,000 

Relief 

Ch.  72 

Oil  and  gas 

— 

Administration 

Ch.  73 

Sales 

— 

Schools 

Ch.  no 

Oleomargarine 

— 

State  general 

Ch.  112 

Liquor 

— 

Relief  $250,000;  balance  schools 

New  York 

Ch.  33 

Unincorporated 

business 

6,500,000 

State  general 

Ch.  35 

Pers.  income 

22,000,000  a 

State  general 

Chs.  36,  38 

Insurance 

5,000,000  a 

State  general 

Ch   37 

Corporations 

6,000,000  a 

State  general 

Ch.  40 

Gasoline 

i6,25o,oooa 

State  general 

North  Carolina 

H.  B.  32 

Sales 

10,000,000 

Schools 

>< 

Chain  stores 

300,000 

State  general 

u 

Income 

7,590,000 

State  general 

« 

Franchise 

7,000,000 

State  general 

(I 

Inheritance 

750,000 

State  general 

<• 

Beer 

400,000 

State  general 

" 

License 

2,400,000 

State  general 

Ch.  328 

Oleomargarine 

— 

Administration 

North  Dakota 

Ch   91 

Boxing 

— 

State  general 

Ch.  276 

Sales 

2,000,000 

Relief  $500,000;  mothers'  pen- 
sions, old  age  pensions,  blind 
pensions  $100,000;  equaliza- 
tion fund  $700,000  in  1935  ano" 
$1,950,000  in  1936;  balance  to 
state  general 

S.  B.  175 

Liquor 

500,000 

State  general 

S.  B.  304 

Beer 

300,000 a 

Bond  interest  funds 

Ohio 

S.  B.  2 

Liquor 

— 

State  general  fat  least  a  part) 

S.  B.  286 

Grain 

__ 

Local  taxing  districts 

H.  B.  334 

Cigarettes 

4,000,000 

Schools 

Oklahoma 

H.  B.  29 

Gasoline 

— 

Diversion  for  debt  retirement  re- 
duced from  40%  to  15% 

H.  B.  45,  361 

Cigarettes 

1,500,000 

State  general 

H.  B.  87 

Oil 

7,500,000 

State  general  78%;  county  high- 
ways 10%;  schools  10%;  ad- 
ministration 2c/c 

H.  B.  188 

Oil 

— 

Administration 

H.  B.  192 

Income 

1,400,000  s 

State  general 

H.  B.  440 

Sales 

5,000,000 

State  general 

H.  B.  51! 

Inheritance 

150,000* 

State  general 

Oregon 

Ch.  427 

Liquor 

— 

State  general,  cities,  counties,  re- 
lief, pensions 

H.  B.  524 

Highway  funds 

— 

Diverts  $575,502  to  state  general 
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Estimated 

Citation 

Subject 

annual 
receipts 

Disposition 

Pennsylvania 

Ch.  86 

Capital  stock 

$18,000,000 

Relief 

Chs.  90,  184 

Documents 

2,500,000 

Relief  1st  year;   general  2nd  year 

Ch.  91 

Corporate    in- 

come 

12,675,000 

Relief  1st  year;   general  2nd  year 

Ch.  155 

Cigarettes 

5,000,000 

Relief  1st  year;    general  2nd  year 

Ch.  181 

Gasoline 

11,000,000 

Relief  1st  year;  general  2nd  year 

Ch.  182 

Intangibles 

8,000,000 

Relief  1st  year;  general  2nd  year 

Ch.  183 

Amusements 

3,000,000 

Relief  1st  year;   general  2nd  year 

Ch.  314 

Income 

— 

Schools 

Ch.  9  A 

Liquor 

— 

Diverts  $  1, 000,000  to  relief 

Ch.  11A 

Highway  funds 

— 

Diverts  $2,000,000  to  relief 

Rhode  Island 

Ch.  2250 

All  taxes 

All  revenues  except  those  ex- 
empted by  constitution  or  held 
in  trust  to  go  to  general  fund 

South  Carolina 

Ch.  232,  232 

Wine    and 

— 

State  general  65  %  ;  counties  20%  ; 

liquors 

municipalities  15  % 

South  Dakota 

Chs.  52,  205 

Income 

500,000 

State  general  68  %  ;    schools  32  % 

" 

Sales 

3,000,000 

State  general  68  ft  ;    schools  32% 

Ch.  130 

Horse  racing 

— 

State  fair 

Ch.  134 

Liquor 

400,000 

Relief 

Ch.  196 

Grain 

— 

Local  taxing  districts 

Ch.  203 

Mining 

700,000 

State  general 

Ch.  204 

Chain  stores 

300,000 

Relief  $300,000:  balance  state 
general 

Ch.  198 

Insurance 

— 

Probably  state  general 

Tennessee 

Ch.  1 70 

Beer 

5  50,000 

Schools;  local  uses 

Ex.  Ch.  5 

Corporations 

1,700,000    Probably  state  general 

Ex.  Ch.  24 

Gasoline 

— 

Diverts  I  cent  for  general  bonds 

Ex.  Ch.  41 

Inheritance 

— 

State  general 

Ex.  Chs.  46, 

Cigarettes 

300,000"  Schools 

48 

Ex.  Ch.  47 

Carbonic  acid 
gas 

— 

State  general 

Texas 

Ch.  354 

Slot  machines 

750,000 

— 

Chs.  — 

Miscellaneous 

5,000,000 

— 

H.  B.  455 

Oil 

600,000  a 

Administration 

Utah 

Ch.  88 

Inheritance 

285,000 

Old  age  pensions 

Ch.  43 

Liquor 

— 

State  general,  relief,  etc. 

Ch.  90 

Income 

800,000 

State  general  j^;  schools  % 

Ch.  92 

Sales 

2,550,000 

Relief  $2,000,000;  balance  to 
general  fund,  school?,  etc. 

H.  B.  62 

Insurance 

1 

500,000 

State  general 
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Vermont 
Ch.  29 
Ch.  41 


H.  B.  377 

Washington 
Ch. 178 
Ch.  180 


West  Virginia 
Ch.  6 
Ch.  71 
Ch   84 

Ch.  85 

Ch.  89 

Wisconsin 

Ch.  15 


Ch.  226 
Ch.  505 


Ch. — 

Wyoming 

Ch.  74 

Ch.  87 


Subject 


Poll  tax 
Highway  funds 


Liquor 

Income 
Sales 
Cigarettes 
Fuel  oil 
Liquor 

Compensating 
Corporations 
Conveyance 
Admissions 
Registration 
certificates 
Inheritance 
Business 
Utilities 

Beer 

Horse  racing 

Sales 

Surtax 

Gross  income 

Income 

Inheritance 
Income  (1  934) 
Dividends 

(1933) 
Beer 
Income 

(1935-6) 
Dividends 

( 1935-6) 
Chain  stores 

Sales 

Liquor 


Estimated 
annual 
receipts 


Disposition 


Old  age  assistance 
Diverts  $640,156.25   in   1936  and 
$634,218.75  in  1937  *or  princi- 
pal and  interest  on  flood  bonds 
160,000  'State  general 


1,250,000 
6,600,000 
915,000 
850,000 
950,000 
1 60,000 
675,000 

57-500 

555,000 

60,000 

1,962,000 

2,796,000 

718,500 


7,000,000 

1,300,000 

400,000 

3,000,000' 

500,000 

3,000,000' 
500,000 
500,000 

1,150,000 


State  general 


Relief  17.91%;  current  school 
fund  58.51%;  state  general 
19.05^;  state  colleges  and 
universities  4.52% 


J 

State  general 
State  geneial 
Schools 
Schools 
State  general 
State  general 


State  general 


State  general 

Relief   $500,000;    schools  $280, 

000;  balance  to  general  fund 
Probably  state  general 


a  Figure  indicates  expected  increase  in  revenue. 
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Chairman  Long  :  It  is  rather  difficult  to  determine  for  each 
conference  what  is  best  suited.  The  program  committee  this  year, 
as  previously,  had  the  struggle  as  to  whether  or  not  to  make  the 
Wednesday  evening  session  what  we  call  a  dinner  or  banquet 
session  or  have  it  a  session  of  this  character.  It  is  possible  for 
the  arrangements  committee,  I  understand,  to  have  all  of  us  to- 
gether in  one  room,  perhaps  here  or  elsewhere,  where  we  may  eat, 
and  you  can  call  it  a  banquet  session,  or  anything  you  see  fit,  or 
we  can  have  a  sort  of  an  informal  eating  session.  There  is  the 
thought  on  the  part  of  some  of  the  members  of  the  association  that 
a  banquet  meeting  does  not  do  any  particular  good,  and  there  are 
some  others  that  think  it  is  a  pretty  good  idea.  Not  knowing  which 
side  it  should  take,  the  program  committee  simply  left  the  Wednes- 
day evening  session  in  the  air,  to  find  out  exactly  what  you  thought. 
Therefore  I  am  going  to  ask  you  if  you  think  collectively  that  it 
would  be  well  to  have  the  Wednesday  night  session  the  same  as 
all  of  our  other  sessions  here,  or  whether  it  be  advisable  to  have 
it  in  the  form  of  a  banquet  session.  I  don't  know  just  how  to 
put  that,  but  I  am  going  to  put  it  this  way. 

All  those  in  favor  of  having  it  in  the  form  of  a  banquet  session, 
please  indicate  by  saying  aye. 

(Ayes.) 

Chairman  Long  :  All  those  opposed  to  having  a  banquet  session, 
please  indicate  by  saying  no. 
(Noes.) 

Chairman  Long:  It  is  then  the  thought  that  it  is  not  advisable 
to  have  a  banquet  session,  and  I  will  put  it  this  way ;  that  it  is 
the  sense  of  this  group  that  the  Wednesday  evening  session  be 
held  in  this  room,  and  there  will  be  no  attempt  to  have  the  confer- 
ence delegates  gather  in  one  banquet  room,  for  the  purpose  of 
having  their  meal  together  and  being  more  sociable.  Is  that  the 
thought  of  this  conference?     Those  who  think  that  is  so,  say  aye. 

(Ayes.) 

Chairman  Long  :  Those  opposed,  no. 

(Noes.) 

Chairman  Long  :  Apparently  it  is  rather  clear  you  don't  want 
to  eat  together  and  therefore  that  particular  situation  is  taken 
care  of. 

Mr.  Oscar  Leser  (Maryland)  :  They  would  rather  talk  than  eat. 

Mr.  Raymond  E.  Manning:  There  are  copies  of  this  paper, 
which  is  in  greater  detail  than  I  gave  in  this  talk,  and  those  who 
may  want  them  are  welcome  to  them. 
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Chairman  Long:  Mr.  Manning  says  this  package  here  contains 
copies  of  his  address  and  those  who  wish  may  come  and  get  them. 

Delegate:  How  many  states,  if  you  know,  are  imposing  a  cor- 
porate excess  tax?  What  I  mean  by  that  is  this;  fixing  the  value 
of  corporate  stock  at  its  market  value,  irrespective  of  its  intangible 
value. 

Chairman  Long  :  The  question  is  how  many  states  of  the  Union 
have  a  corporate  excess  tax.  I  don't  know  whether  that  is  directed 
to  Mr.  Manning  or  to  me.  My  answer  is  that  there  are  eight  states 
in  the  Union  that  have  a  corporate  excess  tax. 

Apparently  this  meeting  resolves  itself  by  its  own  motion,  and 
it  looks  as  though  we  are  adjourned.  I  call  your  attention  to  the 
fact  that  the  conference  tomorrow  morning  will  be  in  this  room  at 
nine-thirty  a.  m. 

(Adjournment) 


SECOND  SESSION 
Tuesday  Morning,  October  15,  1935 

Chairman  Henry  F.  Long,  presiding. 

Chairman  Long  :  It  being  nine-thirty  by  the  official  time  keeper's 
watch,  the  conference  will  be  in  order.  As  there  is  some  delay 
in  serving  the  persons  who  were  late  to  breakfast,  perhaps  we  will 
make  a  few  preliminary  announcements,  so  that  there  may  be  a 
larger  attendance  when  the  speakers  on  the  program  start. 

There  is  this  first  suggestion :  last  evening  it  seemed  advisable 
to  use  the  loudspeaker  system,  but  I  am  going  to  ask  that  those 
who  are  modest  and  sitting  in  the  rear  of  the  room  let  us  know 
if  they  are  unable  to  hear.  Of  course,  we  do  not  mean  a  person 
who  is  very  deaf,  but  a  person  of  normal  hearing.  If  they  cannot 
hear  at  the  rear  of  the  room  we  should  like  to  have  them  let  us  know. 

It  is  advisable,  as  perhaps  most  of  you  know,  to  deal  with  the 
railroad  representative  so  that  those  who  wish,  may  have  the  oppor- 
tunity of  taking  advantage  of  the  lower  rate,  provided  one  hun- 
dred tickets  are  presented. 

It  is  again  necessary  to  call  to  your  attention  that  each  state 
should  select  a  member  of  the  resolutions  committee ;  and  the 
sooner  that  that  member  is  selected  from  each  state,  the  more  con- 
venient it  will  be  for  the  committee  to  consider  whatever  it  has 
for  consideration.  Three  states  have  reported  already,  and  there 
are  several  that  should  make  reports.  The  Committee  on  Double 
Domicile,  having  to  do  with  the  peculiar  status  of  an  individual 
having  a  legal  presence  in  two  places  at  the  same  time,  is  meeting 
in  Room  207  this  morning. 

I  am  wondering  if  the  local  entertainment  committee  has  an 
announcement  to  make.  If  so,  I  am  going  to  ask  that  that  an- 
nouncement be  made  now. 

Mr.  Raymond  A.  Tolbert  (Oklahoma)  :  Mr.  Chairman,  on  be- 
half of  the  local  committee  I  want  to  direct  your  attention  to  the 
announcement  on  the  back  of  the  yellow  slip  given  to  you,  with 
reference  to  the  golf  tournament  this  afternoon.  It  gives  the  time 
as  one-thirty  P.  M.  That  is  country  club  time.  We  leave  the 
hotel  here  at  one  P.  M.,  Biltmore  time,  and  if  you  will  register 
this  morning  at  the  information  desk,  transportation  will  be  pro- 
vided for  you  at  one  o'clock  P.  M.  to  go  to  the  country  club. 

(63) 
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It  is  desired  that  you  register,  if  you  will,  so  that  ample  pro- 
vision may  be  made  for  transportation.  If  you  drive  your  own  car, 
I  might  say  that  it  is  about  six  miles  due  north  from  Oklahoma 
City.  It  is  shown  on  this  yellow  slip  to  be  the  Oklahoma  City 
Golf  and  Country  Club.  That  is  the  proper  designation,  but  locally 
it  is  known  more  or  less  as  Nichols  Hills,  because  that  is  the  name 
of  the  residential  suburb  in  which  the  country  club  is  located;  so, 
if  vou  are  driving  your  own  car,  just  start  in  a  northerly  direction 
and  ask  the  way  to  Nichols  Hills,  and  you  will  have  no  trouble  in 
getting  there.  I  mention  this  particularly,  because  another  golf 
tournament  is  being  held  at  the  course  east  of  town,  known  as 
Twang  Hill.  Don't  get  the  hills  mixed  up,  if  you  want  to  play 
in  the  official  golf  tournament  this  afternoon. 

With  respect  to  the  bridge  tea  for  the  ladies,  they  will  assemble 
at  the  information  desk  at  one- forty-five,  and  the  tea  will  be  at  the 
same  country  club,  that  is,  the  Oklahoma  Golf  and  Country  Club, 
located  at  Nichols  Hills.  Any  other  information  may  be  secured 
at  the  information  desk. 

Chairman  Long:  Thank  you  very  much.  I  think  we  are  all 
to  be  congratulated  on  the  splendid  way  in  which  the  people  of 
Oklahoma  have  welcomed  us  and  I  hope  that  they  have  an  easy 
golf  course  for  the  visiting  players  to  play  over. 

Mr.  Raymond  A.  Tolbert:  One  or  two  gentlemen  have  asked 
if  they  should  have  special  golf  shoes.  I  don't  believe  that  is  neces- 
sary.    The  grass  is  still  green  and  it  is  not  muddy  and  not  dry. 

Chairman  Long:  Is  it  understood  that  they  are  to  use  no  cuss 
words  ? 

Mr.  Raymond  A.  Tolbert  :  We  leave  that  to  the  good  discretion 
of  the  individual  members. 

Chairman  Long:  Last  evening  I  had  intended  to  name  the 
nominating  committee,  which,  as  you  know,  under  the  rules,  con- 
sists of  the  former  presidents  present  at  the  conference,  with  three 
members  appointed  by  the  chairman.  The  presiding  officer  is  also 
required  to  appoint  the  chairman  of  that  committee,  so  that  your 
presiding  officer  will  appoint  as  chairman  of  the  nominating  com- 
mittee Professor  Fred  R.  Fairchild,  of  Yale  University,  and,  in 
order  to  get  somewhat  of  a  geographical  arrangement,  Mr.  Carl 
Lamb  of  Pittsburgh,  Pennsylvania,  Mr.  A.  J.  Maxwell  of  Raleigh, 
North  Carolina,  and  Ray  L.  Riley  of  Sacramento,  California,  who, 
together  with  the  former  presidents  in  attendance,  will  act  as  a 
nominating  committee,  to  bring  in  a  list  of  officers,  to  the  end  that 
the  National  Tax  Association  may  perpetuate  itself. 

Mr.  Secretary,  are  there  any  other  announcements  to  make? 
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Apparently  there  are  no  other  announcements,  and  I  am  wonder- 
ing if  anyone  wants  to  make  any  suggestion.  Perhaps  it  would  be 
well  for  me  to  say,  even  though  I  may  be  repeating  what  I  said 
last  evening,  that  there  are  those  who  are  interested  in  the  discussion 
of  the  approach  that  the  Federal  Government  is  making  in  the 
death  duty  field,  as  it  relates  to  a  possible  invasion  of  pastures  which 
the  states  have  thought  were  their  own  exclusive  field,  for  revenue 
purposes.  That  discussion  will  follow  after  the  fifth  session,  as 
the  subject  matter  of  that  session  is  quite  germane  to  that  particular 
topic.  Then  there  are  those  who  are  interested  in  the  possibility 
of  a  change  in  the  grant  furnished  by  the  Congress,  in  permitting 
the  states  to  tax  national  banking  associations.  Through  an  as- 
sociation established  for  some  years,  they  have,  at  these  various 
meetings  discussed  this  subject.  There  will  be  a  further  discussion 
of  that  problem  this  afternoon,  after  this  afternoon's  session. 

I  believe  that  we  have  probably  a  good  attendance  and  that  it  is 
fair  now  to  turn  our  attention  to  Oklahoma.  As  you  will  see  from 
your  program  we  are  this  morning  to  devote  considerable  attention 
to  this  section  of  the  country.  Our  first  very  pleasing  experience 
is  to  come  from  Dr.  Simpson,  of  Chicago,  who  has  a  thorough 
knowledge,  gained  by  a  survey  of  the  Oklahoma  tax  and  govern- 
mental situation  over  some  period  of  time,  which  I  think  all  of  you 
who  have  given  any  thought  to  it  at  all,  will  agree  has  been  a  real 
contribution  to  the  tax  history  and  experience  and  tax  development, 
not  only  of  Oklahoma  but  of  the  entire  nation.  I  am  now  going 
to  ask  that  we  give  our  attention  to  Dr.  Herbert  D.  Simpson,  who 
will  talk  to  us  on  "A  Surveyor's  Perspective  on  Oklahoma  Tax 
Problems."  If  Dr.  Simpson  will  come  forward  we  shall  be  very 
glad  to  give  him  earnest  attention. 

Dr.  Herbert  D.  Simpson  (Illinois)  : 

A  "  SURVEYOR'S  "  PERSPECTIVE  ON  OKLAHOMA'S 
TAX  PROBLEMS 

HERBERT  D.   SIMPSON  * 
Northwestern  University 

In  the  frontier  days  of  this  country  one  of  the  most  adventurous 
occupations  was  that  of  the  early  surveyors,  who  carried  their  transit 
instruments  over  the  Allegheny  Mountains,  through  the  Cumberland 
Gap,  and  on  Westward.  In  modern  times  the  life  of  the  civil  en- 
gineer is  less  romantic,  but  we  have  developed  a  new  type  of  adven- 
ture, that  of  the  "  surveyor  "  who  traces  the  contour  lines,  the  eleva- 
tions and  depressions  of  our  social  and  economic  life.  During  much 
of  the  past  year  I  have  had  the  adventure  of  carrying  a  transit  in- 

*  Professor  of  Public  Finance. 
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strument  in  Oklahoma,  in  an  effort  to  survey  its  tax  and  revenue 
system,  tracing  its  contour  lines  and  mapping  its  elevations  and 
depressions.  I  have  been  asked  to  summarize  a  few  of  the  larger 
outlines  and  striking  features  which  impress  the  eye  of  a  surveyor. 


The  People  of  Oklahoma 

Unlike  the  civil  engineer,  the  first  thing  the  economic  surveyor 
trains  his  field  glass  on,  is  the  people  of  the  state  themselves,  whose 
needs  their  government  is  to  serve.  We  have  found  that  Oklahoma's 
2,500,000  people  have  certain  striking  features,  of  which  we  will  call 
attention  to  three. 

The  first  is  the  rapidity  of  its  population  growth.  Its  rate  of  in- 
crease for  the  past  three  census  periods  has  been  110%,  22%,  and 
18%  ;  and  these  figures  not  only  indicate  rapidity  of  growth,  but 
suggest  that  a  large  portion  of  the  population  of  Oklahoma  consists 
of  recent  immigration  from  other — and  less  favored  states.  Now 
people  coming  to  Oklahoma  do  not  ordinarily  bring  money  with  them, 
however  much  they  may  take  away  with  them  when  they  leave. 
They  all  bring  with  them,  however,  a  demand  for  governmental  ser- 
vices, in  the  form  of  roads,  schools,  police  protection,  and  sometimes 
penal  institutions.  In  short,  a  rapid  growth  of  population  brings  a 
larger  increase  in  governmental  responsibilities  and  services  than  in 
taxpaying  capacity  to  support  it.  This  was  preeminently  the 
situation  of  state  and  local  governments  in  Oklahoma  throughout  the 
decades  preceding  1930,  and  it  has  basically  affected  their  problems, 
both  of  income  and  expenditure. 

The  second  feature  of  Oklahoma's  population  is  its  large  propor- 
tion of  native  American  stock.  Oklahoma  has  only  27,000  foreign 
born  inhabitants  and  only  48,000  of  foreign  born  parentage.  Alto- 
gether, only  5.7%  of  its  population  has  any  element  of  either  foreign 
birth  or  foreign  parentage,  compared  with  33%  for  the  entire  United 
States. 

This  means  that  Oklahoma  is  pre-eminently  an  American  state, 
inhabitated  by  a  native  American  population ;  and  this  has  significant 
implications,  both  for  governmental  costs  and  for  problems  of  rev- 
enue. From  the  standpoint  of  the  former  it  means  a  demand  for 
higher  standards  of  governmental  services.  Oklahoma,  for  example, 
has  an  illiteracy  of  only  2.8%,  compared  with  4.3%  for  the  whole 
United  States.  But  it  requires  liberal  expenditures  for  common 
schools  to  maintain  this  low  figure.  In  this  respect  Oklahoma  oc- 
cupies a  somewhat  unique  position ;  for  while  on  its  northern  bound- 
ary, Kansas  has  an  illiteracy  of  only  1.2%,  it  is  not  so  fortunate 
in  its  other  neighbors;  for  Oklahoma  is  bounded  on  the  East  by  an 
illiteracy  of  6.8%.,  on  the  South  by  6.8%,  and  on  the  West  by  illit- 
eracies of  6.8%  and  13.3%.     And  common  education  is  only  one  of 
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the  forms  of  governmental  service  which  native  Americans  demand 
in  larger  quantity  and  higher  quality,  than  sometimes  suffice  for 
other  peoples. 

From  the  standpoint  of  revenue,  it  suggests  larger  financial  cap- 
acity and  the  possibility  of  more  intelligent  and  equitable  types  of 
taxation  than  those  that  have  prevailed,  more  or  less  of  necessity, 
among  the  peasant  populations  of  Europe.  Specifically  it  suggests 
the  larger  development  of  income  and  inheritance  taxes  and  other 
taxes  which  imply  the  existence  of  measurable  financial  capacity. 

The  third  feature  of  Oklahoma's  population  is  its  age  distribution. 
Compared  with  the  rest  of  the  United  States,  we  find  that  Oklahoma 
has  an  excess  proportion  of  its  population,  in  all  age  groups,  from 
1  to  30  years  and  a  smaller  proportion  in  all  groups  from  30  years 
and  up.  In  other  words,  the  people  of  Oklahoma  are  all  younger 
than  they  are  in  the  rest  of  the  United  States.  There  are  gray  heads 
in  Oklahoma,  but  they  are  few  and  far  between. 

From  the  standpoint  of  government  finance,  this  means  that  Okla- 
homa has  an  excess  proportion  of  people  throughout  the  periods 
when  they  impose  heavy  costs  upon  government,  particularly  in  the 
field  of  education — grade  schools,  high  schools,  and  colleges ;  it  has 
a  "  deficit  "  of  people  in  the  periods  of  greatest  taxpaying  ability.  If 
we  take  the  age  groups  from  5  to  20  years,  as  representing  sub- 
stantially the  period  of  education,  and  ages  30  to  60,  as  representing 
the  period  of  productiveness  and  earning  power,  we  find  that  whereas 
in  the  rest  of  the  country  35.8  people  are  paying  taxes  to  educate 
29.5  people,  in  Oklahoma  31.4  people  are  paying  taxes  to  educate 
33.2  people;  and  this  has  considerable  to  do  with  school  taxes. 

The  late  William  C.  Whitney  was  once  expounding  upon  the  op- 
portunities which  his  time  afforded  the  youth  of  the  country.  He 
was  asked  how  he  defined  youth  and  replied :  "  Thirty-two — and  $20 
to  take  a  chance  on !  "  Two-thirds  of  Oklahoma's  population  are 
young,  by  Mr.  Whitney's  definition — and  at  least  two-thirds  of  them 
will  take  a  chance  on  $20,  any  time  they  have  that  much. 

These  are  a  few  of  the  striking  features  of  the  people  of  Oklahoma 
— the  elevations  that  catch  the  eye  of  the  surveyor. 

II 

Economic  Resources 

Next  in  importance  to  the  people  themselves  are  the  economic 
resources,  from  which  they  derive  their  private  income  and  public 
revenues.  Here  our  survey  disclosed  a  physical  wealth  of  some- 
thing over  $3,500,000,000,  or  $1,400  per  capita;  a  gross  annual  pro- 
duction, in  terms  of  1932  and  1933  prices,  of  something  over  $1,600,- 
000,000;  and  a  net  income,  as  of  1933,  at  the  bottom  of  the  depres- 
sion, of  over  $600,000,000. 
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We  find  that  while  Oklahoma  is  commonly  thought  of  as  an  agri- 
cultural and  oil  state,  in  terms  of  value  of  product,  it  is  almost  as 
much  a  manufacturing  as  an  agricultural  or  oil  state,  its  three  basic 
fields  of  industry — agriculture,  oil  and  minerals,  and  manufacturing 
— contributing  approximately  equal  aggregates  of  production.  The 
value  of  its  agricultural  production  in  1933  has  been  estimated  at 
$193,000,000,  the  value  of  manufactured  products  at  $192,000,000, 
and  oil  and  mineral  production  at  $185,000,000.  The  tax  system 
should  in  some  degree  reflect  this  distribution  of  resources,  and  a  part 
of  our  recommendations  was  directed  toward  this  end. 

After  making  this  rough  appraisal  of  the  wealth,  production  and 
income  of  the  state,  and  computing  the  aggregate  of  all  taxes  levied 
by  state  and  local  governments  for  1933,  it  appeared  that  the  people 
of  Oklahoma  could,  if  they  wished  to  levy  a  "  single  tax,"  choose  any 
one  of  three  forms  of  single  taxation,  for  raising  their  entire  tax 
revenue.  They  could  either  levy  a  property  tax  of  2.2%  on  full 
value  of  property,  or  a  single  gross  income  tax  of  5%  on  all  business 
and  production,  or  a  single  net  income  tax  of  slightly  less  than  13% 
— or  various  combinations  of  these  bases,  at  lower  rates.  It  is 
scarcely  necessary  to  say  that  our  recommendations  embraced  a  com- 
bination of  all  of  them. 

Ill 
Constitutional  Freedom 

After  the  people  and  resources  of  a  state,  the  next  most  impor- 
tant feature  from  the  "  Surveyor's  "  point  of  view  is  its  condition  of 
constitutional  freedom  or  "  servitude."  In  some  states  the  Surveyor 
might  as  well  stop,  when  he  reaches  this  stage,  pack  up  his  instru- 
ments and  go  home,  because  he  finds  here  an  unsurmountable  barrier. 
In  Oklahoma  we  find  that  in  the  field  of  taxation,  at  least,  the  people 
of  the  state  enjoy  an  unusually  liberal  constitution — one  that  leaves 
almost  unrestricted  freedom  to  the  legislature  in  choosing  whatever 
forms  of  taxation  it  may  deem  desirable. 

This  happy  condition  may  be  due  in  part  to  the  comparative  re- 
centness  of  Oklahoma's  constitution ;  for  the  man  who  presided  over 
the  original  constitutional  convention  and  largely  shaped  this  portion 
of  the  constitution,  is  still  living — and  not  only  living,  but  farming, 
like  the  old  Roman  statesmen  who,  after  serving  their  country,  re- 
tired to  their  ancestral  acres  and  the  cultivation  of  the  soil ;  with  this 
difference,  that  instead  of  cultivating  the  vine  and  the  fig  tree  on 
the  Sabine  slopes  of  Italy,  he  is  raising  good  alfalfa  at  Broken  Bow, 
Oklahoma. 

This  is  not  to  say  that  the  constitution  does  not  need  some  change, 
and  we  have  recommended  certain  changes ;  but  in  the  main,  the 
Oklahoma  constitution  leaves  the  people  of  the  state  free  to  initiate 
any  reform  in  taxation  they  may  desire. 
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IV 

After  charting  in  some  sense  the  people  of  the  state,  their  re- 
sources and  their  constitutional  background,  the  Surveyor  may  then 
be  in  some  position  to  concentrate  upon  the  specific  tax  problems  of 
a  state.  With  our  observations  and  conclusions  here,  I  shall  not  go 
into  detail ;  but  in  the  course  of  our  survey  certain  interesting 
features  were  disclosed  which  I  shall  merely  enumerate,  namely : 

1st.  That  the  Oklahoma  tax  system  represents  with  unusual  dis- 
tinctness the  stratification  of  past  political  movements  which  have 
affected  the  whole  country.  Setting  out  with  a  substratum  of  gen- 
eral property  taxation,  the  "  Square  Deal "  period  in  American 
politics  added  to  this  an  assortment  of  corporation  taxes.  Upon  this 
the  general  Progressive  Movement,  before  the  World  War,  deposited 
a  thin  stratum  of  income  and  inheritance  taxation.  The  Motor  Age 
registered  with  a  gasoline  tax  in  1925.  The  conflict  between  state 
and  federal  jurisdiction  left  a  muddy  stratum  of  bank  taxation  after 
1925;  and  the  Depression  laid  a  top  stratum  of  sales  taxes  in  1933. 
This  is  a  familiar  geological  structure,  whose  outcroppings  can  be 
found  in  most  of  the  states  of  the  Union. 

2nd.  That  while  Oklahoma  does  not  have  the  wealth  that  many 
states  possess,  it  nevertheless  has  an  abundance  of  resources  for 
public  revenue,  which  the  tax  system  has  not  adequately  reflected. 

3rd.  That  the  state  s  finances  were  in  admirable  condition,  with  a 
negligible  amount  of  indebtedness ;  and  that  where  local  governments 
were  in  financial  difficulties,  it  was  in  the  main  due  to  other  causes 
than  lack  of  reasonable  sources  of  revenue. 

4th.  That  in  common  with  many  other  states,  the  greatest  defects 
in  the  revenue  system  arose  from  ineffective  administration,  particu- 
larly in  the  field  of  local  assessment  and  local  tax  administration. 

5th.  That  "  home  rule  "  and  local  government  has  been  carried  to 
a  point  where  the  state  government  has  been  largely  exploited  as  a 
collecting  agency  for  local  governments,  with  no  corresponding  de- 
gree of  control  or  supervision  on  the  part  of  the  state  government. 

6th.  That  the  State  Tax  Commission  has  become  largely  a  tax 
collection  agency,  rather  than  an  administrative  or  judicial  body. 
Of  the  total  taxes  collected  by  the  state  in  1934  ($29,769,505),  the 
tax  commission  actually  collected  $26,401,930,  or  89%. 

7th.  That  while  the  state  had  both  an  income  tax  and  inheritance 
tax,  the  income  tax  was  so  drawn  as  largely  to  exempt  income,  and 
the  inheritance  as  virtually  to  exempt  inheritances  from  taxation. 

But  meanwhile,  under  the  stress  of  emergency  needs  and  the 
impetus  of  a  constructive  program  put  forward  by  the  new  adminis- 
tration, the  Oklahoma  legislature  met  in  January,  1935,  and  in  the 
course  of  a  long  and  strenuous  session  enacted  a  comprehensive 
program  of  tax  legislation. 
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V 
Tax  Legislation 

The  outstanding  features  of  this  legislation  are  briefly  as  follows : 

1.  A  3-cent  cigarette  tax,  designed  as  an  immediate  revenue-pro- 
ducer, to  terminate  June  30,  1937. 

2.  A  substantial  revision  of  its  income  tax,  with  lower  exemptions, 
higher  rates,  and  somewhat  improved  administrative  provisions. 

3.  A  virtual  re-writing  of  its  inheritance  tax,  in  the  form  of  an 
effective  combination  of  an  estate  and  inheritance  tax. 

4.  The  adoption  of  a  5%  gross  production  or  severance  tax  on 
oil  and  gas. 

5.  The  adoption  of  a  number  of  provisions  for  the  improvement 
of  the  gasoline,  motor  vehicle,  and  sales  taxes.  Perhaps,  it  is  worthy 
of  comment  that  through  this  legislation,  the  legislature,  it  was  esti- 
mated, provided  all  the  necessary  revenue  to  meet  both  the  ordinary 
and  the  emergency  needs  of  the  state,  without  recourse  to  any  in- 
crease in  the  sales  tax,  which   still  stands  at  its  original  rate  of 

1%- 

On  the  whole,  we  believe  it  constitutes  one  of  the  most  construc- 
tive programs  of  state  legislation  that  has  been  enacted  in  recent 
years.  It  represents  greater  progress  in  tax  legislation  in  one  year 
than  my  own  native  state  has  made  in  twenty. 

V 

Xow,  this  brings  me  down  to  the  end  of  the  last  legislative  session, 
in  May,  1935 ;  and  I  wish  I  could  stop  the  story  here.  But  during 
the  past  summer,  the  people  of  Oklahoma,  through  the  process  of 
initiative  petition,  adopted  two  constitutional  amendments.  One 
provides  for  homestead  exemption,  subject  to  legislative  determi- 
nation of  the  amount  of  exemption ;  but  with  the  provision  that  once 
that  amount  has  been  determined  by  the  legislature,  it  cannot  there- 
after be  repealed  or  reduced  for  twenty  years.  The  other  provides 
for  old  age  pensions  and  imposes  a  series  of  gross  income  taxes  to 
provide  the  necessary  revenue. 

Now  with  regard  to  both  old  age  pensions  and  homestead  exemp- 
tion there  is  room  for  wide  differences  of  opinion — so  long  as  the 
people  of  the  state  leave  themselves  free  to  profit  by  their  own 
experiments  and  to  alter  their  policy  from  time  to  time,  as  experience 
may  suggest.  There  can  be  no  room  for  difference  of  opinion  among 
tax  students,  however,  with  regard  to  the  unwisdom  of  imbedding 
these  experiments  in  the  constitution  of  the  state.  And  it  is  par- 
ticularly unwise  to  impose  a  complicated  system  of  taxation,  with  all 
its  details,  in  the  form  of  a  constitutional  provision,  which  makes 
alteration  and  adjustment  practically  impossible,  until  some  general 
revulsion  of  feeling  eventually  forces  a  repeal  of  the  whole  thing. 
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These  two  amendments,  I  regret  to  say,  will  somewhat  nullify  the 
promising  beginning  made  in  the  last  legislative  session  toward  the 
development  of  an  orderly  and  equitable  tax  system. 

VI 

But  after  all,  these  are  the  errors  of  democracy — a  curious  form 
of  government  that  still  exists  in  Oklahoma,  however  rare  it  may 
have  become  in  other  quarters  of  the  globe.  And  I  am  inclined  to 
think  that  the  maintenance  of  democracy  is  more  important  than 
tax  theories — even  than  my  own  tax  theories.  But  whether  it  be 
democracy  in  its  wisdom  or  democracy  in  its  errors,  I  surmise  that 
in  your  conferences  and  discussions  here  you  may  derive  some 
stimulus  from  contemplating  the  functioning  of  democracy  in  its 
native  habitat. 


(After  Dr.  Simpson  had  proceeded  with  his  address  for  twenty 
minutes,  the  following  proceedings  were  had:) 

Chairman  Long:  The  conference  last  evening  set  forth  the  rule 
that  no  speaker  could  have  more  than  twenty  minutes,  but  inas- 
much as  the  conference  is  in  control  of  its  own  sins  of  error  and 
omission  and  of  its  virtues,  it  is  in  order,  if  you  wish,  that  the 
present  speaker  be  given  an  additional  period.  What  is  the  wish 
of  the  conference? 

Mr.  Oscar  Leser  (Maryland)  :  I  move  that  the  gentleman's  time 
be  extended. 

Mr.  William  Mueller  (Minnesota)  :  I  second  that  motion. 

Chairman  Long:  All  those  in  favor,  signify  by  saying  aye. 

(Ayes.) 

Chairman  Long:  Dr.  Simpson,  you  have  the  floor. 

Dr.  Herbert  D.  Simpson  :  Thank  you  very  much. 

Chairman  Long:  Thank  you  very  much,  Dr.  Simpson.  We 
will  pause  a  moment,  until  persons  get  adjusted,  so  that  the  next 
speaker  will  not  be  obliged  to  start  talking  in  a  hub-bub.  There 
is  one  thing  about  chairs :  they  never  seem  to  learn  to  move  with- 
out making  noise.  When  Dr.  Simpson  was  speaking  I  took  oc- 
casion to  try,  out  at  the  rear  of  the  room,  to  see  if  one  could  hear. 
However,  there  are  plenty  of  chairs  in  the  front.  The  theory  is,  a 
front  seat  at  a  tax  conference  and  a  back  seat  in  the  church. 

His  Excellency,  the  Governor,  has  been  kind  enough  to  furnish 
mimeographed  copies  of  his  splendid  address  of  last  evening,  and 
those  copies  are  available  here  on  the  platform.  I  think  Mr.  Query 
distributed  some,  but  there  are  others  here  available. 
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If  the  democracy  about  which  Dr.  Simpson  has  just  been  speak- 
ing is  now  ready  for  the  next  application  of  Oklahoma  philosophy, 
we  will  call  on  the  next  speaker,  who,  to  most  tax  administrators, 
at  least,  is  well  known  for  his  splendid  cordiality  and  the  advance 
that  has  been  made  in  tax  administration  work  in  Oklahoma,  par- 
ticularly those  of  us  who  have  been  privileged,  from  time  to  time, 
to  have  the  press  releases  and  other  things  made  available  through 
the  kindness  of  the  tax  commission.  It  was  my  good  fortune  yes- 
terday to  visit  the  tax  commission,  and,  singularly  enough,  while 
Dr.  Simpson  says  it  may  be  a  primitive  place  they  are  in,  so  far 
as  taxation  is  concerned,  they  are  far  advanced  in  the  things  which 
we  as  tax  administrators  have  known  for  a  long  period  in  our  states. 
The  quarters  furnished  for  the  tax  administrators  soon  become 
very  crowded,  and  so  it  is  in  Oklahoma.  They  have  been  obliged 
to  use  the  basement,  the  roof,  the  elevator  wells  and  the  corridors 
and  all  the  available  space  in  the  capitol,  in  order  to  take  care  of 
their  many  needs.  A  peculiar  attitude  of  a  legislator  is  appar- 
ently best  exemplified  at  a  tax  administration  office,  in  that  all 
kinds  of  new  taxes  can  be  laid  upon  the  tax  administrator,  hundreds 
of  new  requests  for  additional  funds,  all  manner  of  requirements 
as  to  the  administration  of  tax  laws ;  and  even  though  they  mul- 
tiply and  multiply,  the  legislator  seems  to  think  in  terms  of  a 
person  still  being  able  to  do  the  work,  by  sitting  on  one  end  of  a 
log  and  having  the  tax  payer  sit  on  the  other  end.  Fortunately 
we  have  grown  beyond  that  period,  and  therefore  I  am  going  to 
introduce  to  you  the  chairman  of  the  Oklahoma  Tax  Commission, 
who  starts  at  scratch  with  all  of  us,  in  one  particular  sense,  that 
he  too  has  been  crowded  out  and  into  what  ought  to  be  good  cor- 
ridors and  elsewhere,  and  has  had  to  resort  to  all  manner  of  de- 
vices, in  order  to  make  it  at  all  possible  for  the  administration  of 
duties  which  the  legislature  has  cast  upon  the  commission,  over 
which  he  so  ably  presides.  Most  of  us  know  Mr.  McCracken, 
because  we  have  seen  him  here,  and  have  known  him,  as  I  have 
indicated,  through  the  years,  in  our  contact  with  Oklahoma.  Mr. 
McCracken  is  going  to  talk  to  us  on  "  The  Reorganization  and 
Work  of  the  Oklahoma  Tax  Commission."  Last  evening  the 
Governor  indicated  that  Oklahoma  had  run  with  a  splendid  deficit 
of  $20,000,000.  I  never  could  quite  understand  how  a  state  or  any 
jurisdiction,  in  fact,  could  survive  with  red  ink  figures;  but  ap- 
parently it  is  not  very  difficult,  if  you  want  to  do  it.  I  don't  know 
just  how  long  it  is  going  to  last,  but  at  the  same  time,  it  was  rather 
a  revelation  to  me  to  sense  that  such  a  magnificent  deficit  could  be 
piled  up  in  a  state  like  Oklahoma. 

Mr.  McCracken,  the  Chairman  of  the  Oklahoma  Tax  Commission, 
will  speak  to  us  on  "  The  Reorganization  and  Work  of  the  Oklahoma 
Tax  Commission  ". — Mr.  McCracken. 
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THE  REORGANIZATION  AND  WORK  OF  THE 
OKLAHOMA  TAX  COMMISSION 

H.    L.    MCCRACKEN 
Chairman,  Oklahoma  Tax  Commission 

It  will  be  helpful,  in  understanding  something  of  the  reorganiza- 
tion and  work  of  the  Oklahoma  Tax  Commission,  to  know  a  little 
about  recent  developments  in  taxation  in  Oklahoma  and  to  get  a 
view  of  the  scene  upon  which  the  Oklahoma  Tax  Commission 
emerged,  in  January,  1931. 

The  past  three  legislatures  in  this  state,  meeting  in  regular 
session  in  1931,  1933  and  1935  were  distinctly  "  reform "  legis- 
latures, as  far  as  taxation  is  concerned.  The  creation  of  the  tax 
commission  was  itself  the  first  "  reform"  resulting  from  the  impact 
of  the  depression.  I  seriously  question  whether  the  revenue  system 
of  any  other  state  has  undergone  as  much  overhauling  and  repairing 
as  has  that  of  Oklahoma,  during  the  past  five  years. 

In  1931,  on  the  administrative  side,  the  tax  commission  and  the 
county  equalization-excise  boards  were  created.  At  the  same  time 
the  old  income  tax,  inheritance  tax,  corporation  license,  gasoline 
tax,  and  gross  production  tax,  were  either  amended  or  entirely 
superseded  by  new  enactments. 

In  1933,  seven  laws  were  passed  affecting  the  administration  of 
the  ad  valorem  tax;  new  income,  inheritance,  gasoline,  gross  pro- 
duction, motor  vehicle  license,  and  motor  carrier  taxes  were 
passed,  and  for  the  first  time,  a  retail  sales  tax  of  1%  and  a  tax 
upon  the  sale  of  so-called  3.2%  beer  became  effective. 

In  1935,  the  legislature  passed  about  25  laws  amending  and 
strengthening  the  tax  structure  of  the  state,  including  a  more  ef- 
fective income  tax,  estate  tax,  gross  production  tax,  sales  tax,  and 
gasoline  tax;  and  including  also  a  cigarette  stamp  tax  and  a  "port 
of  entry"  law,  for  the  better  enforcement  of  mileage  and  other 
taxes. 

As  may  well  be  imagined  from  this  recital  of  new  tax  legislation, 
the  Oklahoma  Tax  Commission  has  been  a  busy  place  during  the 
past  four  and  one-half  years,  for  almost  every  law  mentioned 
above  has  increased  the  responsibilities  and  added  considerably  to 
the  work  of  the  commission.  And  in  addition,  within  the  past 
thirty  days,  the  people  have  enacted  an  initiated  gross  receipts  tax 
on  all  business  and  a  constitutional  amendment  permitting  the 
exemption  of  homesteads  from  taxation,  with  both  of  which  the 
tax  commission  will  be  directly  concerned. 

All  of  this  leads  up  to  this  point.  The  development  of  the  or- 
ganization of  the  Oklahoma  Tax  Commission  in  its  present  form 
has  been  a  continuing  process  during  the  past   four  years.     The 
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commission  has  been  forced  to  quickly  organize  its  staff  for  the  en- 
larging task  of  centralized  tax  collection  for  a  whole  state.  In 
our  case,  reorganization  has  meant  principally  expansion  and  en- 
largement of  the  commission,  necessary  to  the  performance  of  its 
functions  under  the  law. 

In  recent  months  we  have  placed  considerable  emphasis  on  a 
function  of  the  commission  which  we  felt  had  heretofore  been 
neglected.  The  law  in  this  state  specifically  gives  to  the  com- 
mission the  duty  of  studying  the  tax  systems  of  this  and  other  states, 
with  a  view  to  an  equitable  adjustment  of  tax  burdens  in  Oklahoma. 
In  the  establishment  of  a  research  division,  the  commission  is 
merely  taking  the  preliminary  step  essential  to  the  intelligent  and 
effective  carrying  out  of  this  important  duty. 

Facts  are  valueless,  lying  in  the  files.  Consequently,  it  is  our 
purpose  to  distribute  bulletins  giving  the  results  of  our  statistical 
analyses  and  complete  data  on  collections,  to  the  people  of  the  state 
and  to  tax  authorities  in  other  states. 

But  notwithtsanding  the  press  of  increasing  duties  relating  to 
the  collection  of  taxes,  the  commission  has  brought  about  reor- 
ganization in  certain  areas.  Such  reorganization  has  taken  two 
courses.  It  has  first  involved  an  improvement  of  the  routine 
clerical  processes,  to  enable  us  to  handle  the  increased  volume  of 
business  with  greater  dispatch ;  and,  second,  it  has  involved  an 
enlargement  of  the  auditing  function  in  our  several  tax  collecting 
divisions,  for  the  purpose  of  increasing  the  collection  of  delinquent 
taxes. 

As  to  the  first,  an  improvement  of  routine  clerical  processes  has 
meant  a  number  of  mechanical  installations,  calculated  to  speed  up 
the  work;  and  also  the  inauguration  of  approved  accounting  meth- 
ods and  technique,  to  provide  better  internal  control  and  minimize 
the  possibility  of  error. 

The  expansion  of  the  commission's  auditing  staffs  has  caused 
some  criticism  among  those  whose  ideas  of  economy  mistakenly 
exclude  any  consideration  of  delinquent  and  uncollected  taxes.  But 
with  deficits  to  overcome,  in  public  treasuries,  sound  fiscal  policy, 
as  well  as  common  justice  to  honest  taxpayers,  demand  that  every 
effort  be  made  to  bolster  revenue  receipts  by  going  after  the  dis- 
honest evader  of  taxes,  rather  than  by  the  enactment  of  higher 
rates  upon  honest  and  conscientious  taxpayers. 

A  few  figures  on  delinquent  income  tax  collections  may  interest 
you.  Total  income  taxes  voluntarily  reported  for  the  years  1931, 
1932,  1933  and  1934,  amount  to  $5,917,17575.  Additional  income 
taxes,  assessed  as  a  result  of  the  commission's  audits  from  July  1, 
1931  to  October  1,  1935,  amount  to  $4,129,631.31.  Additional  as- 
sessments resulting  from  audits  are  69.8%  of  the  tax  liability 
voluntarily  reported.     It  is  also  a  noteworthy   fact,   bearing  upon 
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the  wisdom  of  the  commission's  policy  of  increasing  its  auditing 
staff,  that  $1,924,196.02  of  the  additional  assessment  total  of 
$4,129,631.31,  or  46.6%,  has  been  assessed  since  January  1,  1935. 

The  commission  has  placed  considerable  emphasis  on  delinquent 
tax  collections.  During  the  period  January  1,  to  October  9,  this 
year,  the  total  delinquent  or  past  due  collections  have  mounted  to 
the  rather  huge  total  of  $1,720,680.30.  Some  of  these  delinquencies 
run  back  a  number  of  years,  and  some  particular  items  are  quite 
large.  The  commission  is  very  desirous  that  the  public  understand 
that  these  collections  of  delinquent  taxes  cannot  continue.  It  is 
important  that  the  people  must  face  the  reality  that  beyond  this 
present  short-lived  harvest  of  delinquent  taxes,  the  state  must  ex- 
pect to  meet  current  expenses  and  retire  the  existing  debt  out  of 
current  receipts. 

Before  closing  my  remarks  it  may  be  well  to  sketch  briefly  the 
work  of  the  commission. 

With  reference  to  the  administration  of  the  general  property  tax, 
the  Oklahoma  Tax  Commission  performs  two  general  functions. 
First,  it  receives  schedules  and  lists  of  the  taxable  property  owned 
by  public  service  corporations,  makes  independent  investigations 
of  the  value  of  such  property,  and  renders  its  findings  and  recom- 
mendations to  the  State  Board  of  Equalization,  for  final  action. 
Second,  it  receives  lists  of  taxable  property  locally  assessed,  from 
the  county  assessors,  and  makes  recommendations  to  the  State  Board 
of  Equalization  as  to  the  adjustment  and  equalization,  by  classes  of 
property  and  by  counties,  of  such  local  assessments. 

A  third  duty  commonly  performed  by  most  state  tax  commissions 
— that  of  supervising  and  assisting  local  assessing  officials  in  their 
work  of  making  the  original  assessment — is  vested  in  the  com- 
mission only  to  a  nominal  degree.  Statutory  authority  which  would 
enable  the  commission  to  do  this  important  work  in  an  adequate 
manner  is  unfortunately  lacking. 

Likewise,  we  are  defeated  in  our  efforts  to  achieve  real  equali- 
zation of  assessments  of  property  locally  assessed,  by  reason  of  the 
failure  of  our  laws  to  clothe  either  the  tax  commission  or  the  State 
Board  of  Equalization  with  authority  to  equalize  the  assessments 
of  individual  properties.  Quoting  from  Dr.  Simpson's  remarks  in 
the  report  of  the  Brookings  Institution  on  Oklahoma's  revenue 
system,  "...  The  usefulness  of  the  State  Tax  Commission  to  the 
taxpayers  of  the  state  will  be  greatly  impeded  until  this  authority 
is  specifically  conferred  upon  it." 

Another  phase  of  the  work  of  the  commission  has  already  been 
touched  upon — that  of  investigation,  formulation  and  recommenda- 
tion of  tax  laws.  Our  work  here  consists  of  the  assembling  of 
statistical  data,  the  development  of  a  library  on  taxation,  the  pre- 
paration of  bulletins  and  reports,  and  the  drafting  of  recommenda- 
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tions  and  legislation  for  submission  to  the  Governor  and  the  legis- 
lature, designed  to  carry  into  effect  those  changes  found  to  be 
desirable. 

In  the  collection  of  taxes — which  is  by  far  the  most  important 
and  exacting  function  devolving  upon  the  commission — we  believe 
the  Oklahoma  Tax  Commission  to  be  unique.  With  no  other  state 
tax  commission  is  this  function  so  highly  centralized,  so  far  as  we 
know.  A  check  of  the  personnel  of  the  commission  reveals  that 
93%  of  all  employees  are  actively  and  directly  engaged  in  the 
collection  of  taxes.  It  may  be  of  interest  to  this  group  to  learn 
that  for  every  $100  collected  through  the  commission  during  the 
past  six  months,  our  expenses  have  been  $1.85. 

Such  a  high  degree  of  centralization  of  the  tax  collection  function 
is  not  without  its  advantages.  One  mailing  department,  cashier's 
department,  statistical  department,  legal  department,  and  account- 
ing department  can  be  made  to  serve  every  tax  division.  Over- 
head expense  is  thereby  reduced;  departmental  jealousies  are  elimin- 
ated; and  a  more  compact,  efficient  organization  results. 

On  the  other  hand,  such  a  high  degree  of  centralization  of  the 
tax  collecting  function  in  the  tax  commission  has  an  unfortunate 
effect,  in  causing  most  citizens  to  look  upon  the  commission  purely 
as  a  tax  collecting  agency,  and  in  causing  them  to  feel  that  the 
exercise  of  supervisory  control  over  local  assessing  officials  or  the 
equalization  of  individual  assessments  is  beyond  the  legitimate 
sphere  of  the  tax  commission. 

It  will  interest  you  to  know  that  the  Oklahoma  Tax  Commission 
collects  and  enforces  sixteen  different  taxes  and  license  fees.  To 
this  will  be  added  another,  when  the  gross  receipts  tax  recently 
initiated,  to  pay  old  age  pensions  becomes  effective,  fifteen  days 
hence.  Total  collections  made  by  the  tax  commission  from  July  1, 
1931,  when  it  took  over  this  function  from  other  state  officials,  to 
the  first  of  October,  this  year,  amount  to  $111,658,719.68. 

It  is  important  to  every  citizen  of  the  state  that  this  work  be  well 
done.  If  the  tax  commission  should  for  any  reason  fail  in  this 
responsibility  or  if  the  legislature  should  fail  to  give  the  com- 
mission authority  or  financial  support,  adequate  to  enforce  the  pay- 
ment of  taxes,  almost  every  service  now  provided  by  our  state  and 
local  governments  would  suffer.  I  include  local  governments,  for 
the  reason  that  approximately  35%  of  all  state  taxes  collected  are 
returned  to  local  governments,  either  directly  or  through  appropria- 
tions from  the  general  fund  for  local  purposes.  Fortunately  the 
work  of  the  commission  in  the  collection  of  taxes  has  never  been 
hampered  by  inadequate  finances  or  authority.  Under  such  favor- 
able conditions  the  commission  has  been  able  to  collect  more  delin- 
quent taxes  by  several  times  than  the  entire  cost  of  the  commission, 
since    its    creation    in    1931.     Delinquent    income    tax    assessments 
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alone  are  more  than  twice  the  total  expenditures  of  the  commission, 
for  all  purposes,  since  1931. 

From  the  foregoing  discussion  it  is  apparent  that,  while  the 
Oklahoma  Tax  Commission  is  young  in  years  and  experience,  as 
compared  to  the  tax  commissions  of  many  other  states,  it  has  already 
been  advanced  to  a  position  of  great  responsibility.  The  continual 
assignment  of  new  duties  to  the  commission  makes  it  an  increas- 
ingly important  arm  of  our  state  government. 

Before  I  close  I  wish  to  take  this  opportunity  to  invite  all  dele- 
gates to  this  convention  to  visit  the  offices  of  the  tax  commission 
in  the  state  capitol  building,  and  to  assure  you  of  a  cordial  wel- 
come.    Thank  you. 

Chairman  Long  :  We  congratulate  Oklahoma  on  having  one  so 
interested  as  you  are,  in  tax  problems.  It  seems  to  me  that  we  are 
having  a  splendid  approach  to  this  tax  problem  as  it  affects  this 
part  of  the  nation,  and  there  is  a  peculiar  relationship  with  what 
many  other  states  have  experienced.  We  are  not  apparently  vastly 
different,  when  it  comes  to  tax  problems. 

At  the  present  moment  there  are  four  hundred  and  eighty-nine 
that  have  registered,  indicating  that  we  are  having  a  very  excellent 
conference,  and  that  the  Oklahoma  City  conference  will  be  definitely 
marked  as  one  which  stands  high  among  all  of  the  many  confer- 
ences held  under  the  auspices  of  the  National  Tax  Association. 
This  session  was  purposely  devoted  to  Oklahoma.  If  we  can  pos- 
sibly maintain  the  level  of  excellence  which  has  come  to  us  so  far, 
there  will  have  been  no  conference  ever  held  that  has  had  so  much 
of  real  worth  and  offered  the  opportunity  to  all  to  take  away  so 
much,  over  which  they  may  ponder  during  the  winter. 

We  have  another  member  of  our  association,  one  who  most  of 
us  have  known  over  a  long  period  of  years,  and  one  who  has  always 
had  a  very  vital  interest  in  the  success  of  these  conferences  of  the 
National  Tax  Association.  He  comes  from  a  neighboring  state 
and  has  been  identified  with  at  least  my  section  of  the  country,  as 
well  as  this  section,  and  speaks  out  of  a  vast  number  of  years  of 
experience.  It  is  with  a  very  great  deal  of  personal  pleasure  that 
I  have  the  privilege  of  introducing  to  you  to  talk  on  the  subject  of 
"  Texas  Tax  Problems  " — Air.  E.  T.  Miller,  of  the  University  of 
Texas— Dr.  Miller. 

Dr.  E.  T.  Miller  (Texas)  :  Mr.  President  and  members  of  the 
convention :  as  Mr.  Long  said,  I  belong  to  that  guild  known  as 
college  professors.  I  have  been  led  to  doubt  somewhat,  according 
to  statements  I  have  seen  in  the  press  in  the  last  few  years,  just 
what  may  be  the  reception  to  the  college  professor,  particularly 
a  professor  of  economics. 

You  will  find,  I  think,  a  note  of  complaint  in  this  paper  of  mine, 
and   I   believe  that  probably   is   to  be  expected   from  college  pro- 
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fessors.  The  German  word  for  schoolmaster  of  course  is  schule 
meister.     Their  word  for  censure,  you  know,  is  schule  meistern. 

I  am  reminded  too  of  a  ham-bone  saying — I  cannot  give  it  just 
in  the  inimitable  way  in  which  it  was  given — "  No  matter  how  big 
taters  I  grows,  my  old  'ooman  says  they'd  a  been  bigger,  if  I  done 
as  she  told  me."  It  may  be  that  practical  men  and  men  in  public 
life  feel  that  way,  or  feel  that  this  is  the  attitude  perhaps,  of  a 
college  professor. 

As  Mr.  Long  says,  I  have  been  identified  with  this  association, 
I  believe,  for  twenty-eight  years.  As  a  graduate  student  in  public 
finance,  under  Professor  Bullock  at  Harvard,  he  induced  us  to  join 
the  then  infant  National  Tax  Association,  and  I  have  had  a  great 
pleasure  in  keeping  up  the  membership  since  that  time. 

TEXAS  TAX  PROBLEMS 

PROFESSOR    E.    T.    MILLER 
University  of  Texas 

In  a  paper  prepared  for  the  Phoenix  meeting  in  1933  there  were 
reviewed  the  fiscal  developments  in  Texas  during  the  preceding  four 
years.  It  was  there  noted  that  during  that  period  there  had  been 
comparative  constancy  of  revenues  and  of  expenditures,  no  salary 
cuts,  no  alarming  treasury  deficits,  no  increase  in  the  bonded  debt, 
and  no  adoption  of  either  an  income  tax  or  a  general  sales  tax.  In 
comparison  with  what  was  happening  in  many  other  states,  the  Texas 
condition  of  affairs  was  rather  enviable.  However,  it  was  further 
noted  that  reductions  of  salaries  and  other  appropriations  had  been 
made  for  the  years  1934  and  1935  and  that  the  outlook  for  that 
biennium  did  not  have  as  bright  a  hue  as  was  that  of  the  preceding 
four  years. 

It  may  be  of  some  interest  to  survey  briefly  what  happened  during 
the  two  fiscal  years  1934-1935  fended  August  31).  In  general,  the 
two  years  did  not  turn  out  as  badly  as  conditions  at  the  beginning 
seemed  to  augur. 

The  one  outstanding  impress  left  by  the  depression  upon  the  fi- 
nances of  these  years  was  an  increase  of  $20,000,000  in  the  state 
bonded  debt,  which  was  a  relief  bond  issue  authorized  by  a  consti- 
tutional amendment  voted  by  the  people  in  August,  1933.  The  con- 
stitution of  1876,  under  which  the  state  is  still  functioning,  contem- 
plated a  pay-as-you-go  policy,  and  accordingly  limits  to  §200,000 
the  debt  which  may  be  created  any  one  year,  for  meeting  deficiencies 
in  the  treasury.  Furthermore,  the  constitution  prohibits  money 
grants  to  individuals.  The  state  bonded  debt  at  the  end  of  1933 
was  $4,102,200;  at  the  close  of  1934,  514,602,200,  and  at  the  end  of 
the  fiscal  year  1935  it  was  $24,102,200.  This  amount  is  the  highest 
in  the  history  of  the  state.     As  state  debts  go,   it   is   small.     Any 
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further  increase  for  relief  use  requires  a  constitutional  amendment, 
and  as  amendments  may  be  proposed  only  by  regular  sessions  of 
the  legislature  and  as  the  next  one  does  not  convene  until  January, 
1937,  no  addition  to  the  bonded  debt  seems  likely  during  the  current 
biennium  1936-1937.  The  voters  defeated  on  August  24,  1935,  a 
proposed  amendment  that  would  have  authorized  special  sessions  to 
submit  constitutional  changes. 

The  end  of  each  fiscal  year  has  seen  a  treasury  deficit.  On  August 
31,  1933,  the  net  cash  deficit  in  the  general  revenue  fund  was  $7,- 
341,083;  that  in  the  available  school  fund  was,  if  there  is  included 
the  $5  per  scholastic,  unpaid  on  the  state  apportionment,  $6,917,274; 
and  in  the  confederate  pension  fund  the  deficit  was  $3,826,244, — or 
a  total  state  deficit  of  $18,084,601.  In  1934  the  deficit  in  the  general 
revenue  fund  was  $5,234,801 ;  that  in  the  available  school  fund,  in- 
cluding $2  per  scholastic,  unpaid  on  the  state  apportionment,  was 
$1,656,671 ;  and  that  in  the  confederate  pension  fund  was  $4,511,762, 
—a  total  of  $11,399,234.  On  August  31.  1935,  the  general  revenue 
fund  had  a  deficit  of  $6,384,090,  and  the  confederate  pension  fund 
was  behind  to  the  amount  of  $4,841,847.  The  total  deficiency  of 
these  two  funds  was  $11,255,937.  There  was  no  deficit  in  the  avail- 
able school  fund,  but,  on  the  contrary,  there  was  a  sizable  surplus 
of  $3,647,535. 

Highways  and  the  public  free  schools  have  not  suffered,  during 
the  past  two  years,  any  diminution  of  state  support,  but  on  the  other 
hand,  that  given  has  been  record-breaking.  Highway  expenditures, 
including  federal  aid,  were  $-19,589,036  in  1933,  $43,023,232  in  1934, 
and  $46,341,178  in  1935.  Public  free  schools  received  $28,848,767 
in  1933,  $35,132,966  in  1934,  and  $35,002,900  in  1935.  These  two 
purposes  of  expenditures  claimed  $78,437,803,  or  72  per  cent  of 
the  state  total  of  $107,922,450  in  1933;  in  1934  they  were  respon- 
sible for  $78,156,198,  or  69  per  cent,  of  a  total  of  $111,866,296,  and 
in  1935  they  amounted  to  $81,344,078,  or  73  per  cent  of  the  state 
total  of  $111,113,074. 

The  productiveness  of  the  gasoline  tax  and  of  the  share  of  the 
motor  vehicle  licenses  creates  an  easy  situation,  as  regards  the 
financing  of  highway  construction  and  maintenance,  despite  the  fact 
that  one  cent  of  each  four  cents  of  the  gasoline  tax  goes  to  the 
available  school  fund  and  another  one  cent  goes  to  a  fund  for  the 
payment  of  the  interest  and  principal  of  old  bonds  issued  by  the 
counties  and  the  road  districts  for  the  construction  of  roads  now  a 
part  of  the  state  highway  system.  The  allocated  one  cent  does  not 
provide  for  all  of  the  maturities  of  principal.  In  1933  it  took  care 
of  33  1/3  per  cent  of  the  state's  share  of  the  debt;  in  1934,  30  per 
cent,  and  in  1935,  50  per  cent.  There  is  the  expectation  it  will 
provide  for  55  per  cent  in  1936.  There  is  a  movement  on,  which 
is  supported  especially  by  the  county  judges,  to  have  the  gasoline 
tax  increased  by  one  cent,  to  have  two  cents  of  each  five  allocated 


80  NATIONAL  TAX  ASSOCIATION 

to  the  state's  county  and  road  district  highway  debt  fund,  and  to 
have  all  road  bonds,  whether  for  highways  or  for  lateral  roads, 
assumed  by  this  fund.  This  proposal,  if  adopted,  would  ease  the 
county  property  tax  load,  and  a  bill  to  th;s  end  has  been  introduced 
in  the  special  session  of  the  legislature  now  sitting.  The  total  gross 
debt  of  all  local  jurisdictions  is  about  $715,000,000,  the  burden  of 
which  rests  on  property  and,  as  everyone  knows,  mainly  on  real 
property.  Thus  in  1931  the  property  tax  provided  99  per  cent  of 
city,  town,  and  village  tax  receipts;  79  per  cent  of  county,  and  100 
per  cent  of  district  receipts. 

How  to  aid  the  local  governments  in  caring  for  their  debts  and 
to  meet  their  growing  current  expenditures  is  a  big  and  perplexing 
Texas  tax  problem.  Local  units  are  perforce  largely  limited  to 
property  taxation,  so  that  state  assistance,  either  by  state  assump- 
tion of  some  hitherto  local  functions,  or  by  dividing  with  local  gov- 
ernments the  yield  of  certain  state  administered  taxes,  or  by  the 
abandonment  of  the  property  tax  for  state  purposes,  may  be  re- 
sorted to. 

A  proposal,  startling  for  its  boldness,  was  made  by  the  majority  of 
the  Senate  Tax  Program  Committee  in  its  report  submitted  Feb- 
ruary 21,  1935.  It  was,  that  there  should  be  a  state  general  sales 
tax  of  2  per  cent  or  3  per  cent,  whose  proceeds  should  be  used  to 
pay  the  outstanding  bond  and  warrant  indebtedness  of  the  state,  the 
counties,  and  other  political  subdivisions,  amounting  to  an  estimated 
$800,000,000.  Organized  real  estate  interests  and  some  chambers  of 
commerce  approved  the  proposal,  but  the  legislature  turned  a  cold 
shoulder  to  it.  State  aid  will  not  likely  ever  go  to  this  extreme, 
and  the  mounting  difficulty  of  the  state,  in  getting  what  it  needs  for 
its  own  purposes  may  prevent,  or  long  delay  any  aid,  other  than 
that  now  extended. 

State  support  of  the  public  free  schools  has  been  liberal,  and  some 
persons  think  even  to  a  fault.  In  1931  and  1932  the  apportionment 
was  $17.50  per  scholastic,  each  year;  in  1933  and  1934  it  was  $16 
a  year;  for  1935  it  was  $16.50,  and  in  1936  it  will  be  $17.50.  The 
number  of  scholastics  runs  about  one  and  a  half  million.  It  is  true 
that  not  all  of  the  apportionment  was  paid  each  year,  but  the  year 
1935  saw  all  arrears  cleared  up,  the  full  $16.50  apportionment  for 
the  year  paid,  and  a  substantial  balance  on  hand  at  the  close  of  the 
year.  The  state  property  tax  rate  for  public  free  school  purposes 
has  been  reduced  for  the  current  year  from  35  cents  to  20  cents, 
which  is  the  lowest  rate  since  1918. 

The  state  constitution  gives  the  available  school  fund  the  proceeds 
of  a  property  tax,  which  may  not  exceed  35  cents  on  the  $100  valua- 
tion and  of  a  poll  tax  of  $1 ;  also  one-fourth  of  all  occupation  license 
taxes.  The  replete  condition  of  the  fund  in  1935  was  due  to  the 
legislative  allocation  to  it  during  1934  and  1935  of  all  the  proceeds 
of  the  cigarette  tax  and  of  the  tax  on  marble  machines,  one-half  of 
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the  yields  of  the  oil  production  and  beer  taxes,  and  eleven-fifteenths 
of  the  sulphur  production  tax, — all  of  which  taxes  are  levied  as 
occupation  taxes.  The  fund  received  also  one-fourth  of  the  other 
occupation  taxes,  the  most  productive  of  which  is  the  gasoline  tax, 
and  the  proceeds  of  a  35  cents  property  tax  and  of  a  $1  poll  tax. 
The  fund  got  an  undue  share  of  the  choice  cash-fetching  taxes,  with 
the  result  that  there  was  a  surplus  of  $3,647,535,  while  there  was  a 
deficit  in  the  general  revenue  fund  of  $6,384,090.  As  the  surplus 
was  not  transferable,  it  was  carried  over  to  the  current  year,  and 
the  property  taxpayers  are  the  fortunate  beneficiaries,  to  the  extent 
of  a  fifteen  cents  reduction  in  the  school  tax  rate. 

This  surplus  illustrates  one  danger  from  the  policy  of  state  admin- 
istered taxes  and  division  of  yield.  It  is  that  the  predominant  local 
leanings  of  the  members  of  the  legislature  and  the  pressure  from  the 
voting  folk  back  home  may  lead  to  the  sacrifice  of  those  state  activi- 
ties whose  only  support  is  the  general  fund. 

The  sad  condition  of  the  confederate  pension  fund  shows  the 
weakness  of  the  device  of  special  taxes.  The  source  of  payments 
of  the  pensions  is  limited  by  the  constitution  to  a  7  cents  tax  on 
property.  This  one  tax  is  inadequate  to  take  out  and  keep  out  of 
the  red  the  pension  fund.  How  to  make  this  fund  solvent  is  a 
problem  which  for  the  sake  of  public  honor,  calls  for  immediate 
solution. 

The  hard  fact  is  that  the  state  is  face  to  face  with  the  need  of 
more  revenue  or  of  a  reduction  of  expenditures.  There  is  no  hope 
for  the  situation  being  met  by  a  decrease  of  expenditures.  Though 
relief  costs  will  disappear,  nevertheless,  for  the  next  nine  years  the 
state  will  be  retiring  the  $20,000,000  relief  bonds.  These  are  serial 
bonds,  and  in  the  fiscal  year  1935  the  treasury  set  aside  $2,944,532 
for  the  interest  and  principal  payments  due  in  1936.  Until  1944,. 
when  the  last  maturity  occurs,  these  bonds  will  claim  annually 
around  $2,700,000  of  general  revenue. 

The  people  have  voted  a  constitutional  amendment  authorizing 
old  age  pensions.  The  special  session  of  the  legislature  now  at  work, 
has  as  one  of  its  tasks,  to  define  and  to  finance  this  new  policy.  De- 
pendent on  the  kind  of  law  that  is  passed,  the  cost  of  this  policy  is 
estimated  all  the  way  from  $3,360,000  to  over  $50,000,000.  This 
will  mean  new  taxes,  because  the  present  taxes,  as  they  are,  and 
are  likely  to  continue  to  be  administered,  are  failing  to  meet  the 
existing  demands  upon  them. 

The  combined  state  property  tax  rates  for  general  revenue,  avail- 
able school,  and  confederate  pension  purposes  has  been,  for  the  years 
1933,  1934,  and  1935,  at  the  constitutional  maximum  of  77  cents. 
The  tax  brought  in,  net,  $20,559,737,  or  31  per  cent  of  total  tax 
receipts,  in  1933;  $22,187,027,  or  28  per  cent  of  the  state  total  from 
taxes,  in  1934;  and  $21,528,475,  or  an  estimated  25  per  cent  of  re- 
ceipts from  taxes,  in  1935.  This  is  a  fair  showing  of  constancy,. 
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and  such  is  its  merits,  as  compared  with  an  income  tax  with  a  similar 
fixity  of  rates.  Assessed  taxable  values  of  property  were  $3,962,- 
841,000  in  1932;  $3,198,117,000  in  1933;  $3,207,089,000  in  1934; 
and  an  estimated  $3,188,216,000  in  1935.  In  view  of  the  current 
and  impending  demands  upon  the  state  treasury,  on  account  of  the 
servicing  of  the  relief  bonds,  the  payment  of  the  to-be-adopted  old 
age  pensions  and  possibly  other  parts  of  the  nationally  sponsored 
social  security  program,  the  making  amends  for  the  postponements 
and  curtailments  of  appropriations  which  the  recent  lean  years  have 
made  necessary,  and  the  provision  for  the  normal  increase  in  gov- 
ernmental costs  in  a  developing  state,  the  abandonment  of  the  prop- 
erty tax  looks  highly  improbable.  Its  disuse,  even  as  a  source  of 
general  revenue  seems  out  of  the  question,  unless  some  very  produc- 
tive substitute  tax,  such  as  a  general  sales  tax,  or  preferably  both  an 
income  tax  and  a  light  retail  sales  tax,  should  be  adopted.  Such  a 
selection  would  be  more  equitable  than  a  sales  tax  alone. 

The  Texas  general  property  tax  is  the  obsolete  type  of  such  a 
tax.  It  labors  under  an  equal-and-uniform  constitutional  limitation 
and  under  constitutional  decentralized  administration,  except  that 
there  is  a  determination  by  the  state  tax  board  of  the  value  of  the 
intangible  property  of  railroad,  oil  pipe  line,  ferry,  bridge,  and 
turnpike  companies.  There  is  a  notorious,  lack  of  uniformity  among 
the  counties  in  the  ratio  of  assessed  to  ''  true  value  "  of  property ;  a 
scandalou's  escape  of  personal  property,  especially  of  the  intangible 
kind;  and  some  double  taxation.  These  are  commonplace  defects; 
everybody  is  aware  of  them ;  yet  they  are  suffered  year  after  year. 
The  problem  of  the  betterment  of  the  administration  of  this  tax,  if  it 
is  to  be  retained,  is  an  outstanding  tax  problem. 

Lax  administration,  exemptions,  donations  or  remissions,  and  leg- 
islative and  local  tolerance,  if  not  abetting  delinquency  are  under- 
mining the  productiveness  of  the  property  tax  and  any  modicum  of 
justice  that  there  is  in  the  tax.  Through  exemption  and  what  are 
called  donations  or  remissions,  the  property  tax  is  becoming  a  sub- 
sidizing instrument.  The  exemption  from  state  taxation  of  $3000 
of  the  assessed  taxable  value  of  residence  homesteads,  regardless  of 
the  value  of  the  homestead  or  of  the  tax  ability  of  the  homeowner 
was  defended  as  a  subsidy  to  home  ownership.  The  House,  in  the 
regular  session,  early  in  1935,  approved  the  submission  of  a  consti- 
tutional amendment  to  broaden  the  exemption  to  one  from  all  prop- 
erty taxation,  local  as  well  as  state,  except  local  taxation  for  schools, 
but  the  proposal  failed  in  the  Senate.  Homestead  property  exempted 
from  state  property  taxation  had  an  assessed  valuation  of  $566,- 
022,061  in  1933  and  of  $590,472,527  in  1934.  On  the  basis  of  a 
77  cent  state  rate,  the  exemption  cost  the  state  in  1934  over  $4,- 
500,000  gross. 

The  state  constitution  authorizes  both  the  release  and  the  donation 
of  state  taxes.     The  donation  policy  was  begun  after  the  Galveston 
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storm  of  1901,  and  in  most  instances  takes  the  form  of  donating  to 
a  county,  a  city,  or  a  district,  the  proceeds  of  the  state  general 
revenue  tax  on  property  for  a  long  period  of  time,  for  the  purpose 
of  aiding  the  jurisdiction  to  finance  the  construction  of  sea  walls, 
breakwaters,  or  other  costly  and  extensive  methods  of  preventing 
damage  from  the  waters  of  the  Gulf  or  of  rivers.  In  the  early  years 
of  this  policy  the  aid  was  extended  to  jurisdictions  proximate  to 
the  Gulf,  but  in  recent  years  it  has  been  given  to  counties  far  inland. 
Thus,  this  year  (1935),  the  state  general  revenue  taxes  in  nine 
counties  lying  in  the  upper  part  of  the  Panhandle  have  been  donated, 
for  a  period  of  two  years,  to  districts  which  may  be  organized  for 
the  purpose  of  conserving  and  reclaiming  land  affected  by  wind 
erosion.  For  1935  the  state  aid  authorized  to  forty-one  jurisdictions 
will  approximate,  on  the  basis  of  a  35  cents  state  rate,  $1,123,000  net 
(i.  e.,  gross  assessed,  less  25  per  cent  for  cost  and  delinquency). 

The  property  tax  lends  itself  easily  to  use  and,  therefore  to  abuse, 
as  an  instrument  for  subsidizing  projects,  occupational  classes,  and 
uses  and  forms  of  property,  and  this  facility  may  be  considered  a 
disadvantage  of  this  method  of  taxation.  The  voters  defeated  in 
1934  a  constitutional  amendment  that  would  have  done  away  with 
the  equal-and-uniform  clause  and  would  have  permitted  a  classified 
property  tax.  Certain  business  interests  opposed  it,  out  of  fear  that 
their  property  or  types  of  it  might  be  separately  classified  and  dis- 
criminated against.  The  defeat  of  the  classification  amendment,  the 
doubtful  constitutionality  of  any  state  agency  being  given  the  power 
to  equalize  assessed  values  throughout  the  state,  and  the  lack  of 
constitutional  power  of  any  state  agency  to  assess  complex  corporate 
properties  shut  the  door,  for  the  time  being,  to  any  reform  of  the 
general  property  tax.  Any  genuine  betterment  of  this  tax  is  tied, 
hand  and  foot,  by  constitutional  restrictions,  and  there  is  unfor- 
tunately no  influential  organization — governmental  or  private — ac- 
tively agitating  or  pushing  an  educational  campaign  for  an  aban- 
donment of  these  restrictions  and  for  an  adaptation  of  the  concept 
of  property  taxation  to  modern  conditions. 

There  is  the  usual  amateurish  talk  of  enforcing  the  stringent 
letter  of  the  law  relating  to  the  rendition  of  all  property  at  full  value, 
despite  the  record  of  history  that  this  has  not  succeeded  anywhere 
or  at  any  time.  There  are  current  proposals  of  a  catchpenny  sort, 
— such  as,  for  example,  taxing  domino  halls  and  tables ;  also  pro- 
posals which  have  both  a  revenue  and  a  punitive  purpose,  but  mainly 
the  latter,  such  as  a  chain  store  tax  and  a  secured  debt  tax.  Having 
more  fiscal  respectability,  are  the  efforts  to  tax  liquor;  to  enlarge 
the  scale  of  taxation  of  natural  resources ;  to  tax  incomes,  indi- 
vidual and  corporate;  and  to  tax  sales.  It  is  to  this  latter  group 
that  resort  will  finally  have  to  be  made,  if  the  needed  revenue  is  to 
be  gotten. 
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There  has  been  a  singular  shying  off  the  income  tax,  though  an 
income  tax  bill  passed  the  House  at  the  regular  session  held  early 
this  year.  Opposition  to  any  species  of  a  general  sales  tax  has  been 
strongly  shown  by  the  Governor  and  a  majority  of  the  House,  on 
the  ground  of  its  being  "  a  tax  on  poverty."  The  regressive  effect 
of  such  a  tax,  however,  is  a  valid  indictment  of  it,  from  the  point  of 
view  of  equity  in  taxation,  only  if  the  introduction  of  it  into  a  tax 
system  makes  the  whole  system  regressive  or  increases  the  regressive 
character  of  the  system. 

As  the  Texas  tax  system  now  stands,  it  is  regressive.  Of  the 
$79,000,000  state  tax  receipts  in  1934,  $22,187,027  came  from  the 
property  tax,  $590,640  from  the  inheritance  tax,  $1,641,870  from  the 
poll  tax,  and  about  $55,000,000  from  business  and  selective  sales 
taxes.  It  is  generally  accepted  by  financial  authorities  that  business 
taxes  tend  to  be  shifted,  although  they  may  not  be,  during  a  period 
of  falling  prices.  If  shifted,  they  fall  upon  consumers,  the  mass 
of  whom  belong  to  the  lower  income  group.  Both  the  property  tax 
and  the  poll  tax  contain  a  considerable  element  of  regressivity. 
There  is  no  compensation  for  this,  lying  in  the  local  tax  system,  for 
in  this  system  the  property  tax  is  predominant,  and  the  tax  on  busi- 
ness property  and  the  business  licenses  tend  to  be  shifted.  To  add 
a  general  sales  tax,  and  especially  to  make  it  in  lieu  of  the  state 
property  tax,  would  aggravate  the  regressive  character  of  the  state 
system.  A  net  income  tax,  on  the  other  hand,  would  introduce  a 
compensating  element,  and  such  a  tax  should  by  all  means  accom- 
pany or  precede  a  general  sales  tax. 

Under  the  constitution,  an  income  tax  can  not  be  a  tax  in  lieu 
of  the  tax  on  personal  property.  It  would  have  to  be  an  additional 
tax,  unless  the  property  tax  were  wholly  abandoned.  The  property 
tax  offset,  however,  might  be  used  to  lighten  its  additional  char- 
acter, and  at  the  same  time  reach  that  tax  ability  not  now  reached, 
because  of  the  evasion  of  personal  property,  and  that  ability  residing 
in  labor  (mainly  professional)  incomes,  to  which  the  property  tax 
and  no  other  tax  in  the  Texas  system  directly  applies. 

Reference  should  be  made  to  the  breakdown  of  the  executive 
budget  plan  and  to  the  lack  of  financial  leadership,  because  of  their 
intimate  relation  to  the  problems  of  taxation.  The  executive  type 
of  budget  was  enacted  in  1931,  but  a  new  governor  is  given  only 
twenty  days  after  his  inaguration  to  submit  a  budget,  accompanied 
by  appropriation  bills  and  recommendations  as  to  revenue  measures. 
The  two  governors  who  have  held  office  since  this  act  was  passed 
have  confessed  their  inability  to  comply  with  the  spirit  of  the  law, 
and  so  they  have  allowed  the  budget  prepared  by  the  State  Board 
of  Control  to  go  unmodified  to  the  legislature.  The  board  makes  no 
suggestions  regarding  the  tax  system.  The  lack  of  an  executive 
budget,  the  dispersion  among  state  agencies  of  the  administration 
of  the  state  taxes,  and  the  limited  powers  and  resources  of  the  State 
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Tax  Board  result  in  a  lack  of  official  knowledge  of  the  tax  system 
as  a  whole,  of  its  merits  and  deficiencies,  and  there  is  an  absence 
anywhere  about  the  capitol  of  a  body  armed  with  factual  data  and 
an  acquaintance  with  taxation  principles  and  experience  to  which  the 
Governor  and  the  legislature  could  look  hopefully,  for  information 
and  guidance. 

One  result  of  this  state  of  affairs  is  an  unusual  instability  of  the 
Texas  tax  system.  Each  session  of  the  legislature  sees  bills  intro- 
duced by  the  score,  to  add  this  or  that  new  tax,  to  change  rates,  to 
exempt  property,  to  donate  state  taxes,  and  so  on,  and  each  session 
results  in  a  number  of  new  enactments  along  these  lines.  A  not 
surprising  but  a  wholly  natural  consequence  of  this  way  of  doing 
things  is  that  lobbyists  representing  the  interests  threatened  or  to  be 
favored  swarm  the  capitol.  Although  there  is  the  saying  that  "  new 
times  demand  new  measures  and  new  men,"  it  does  seem  that  it 
would  be  better  if  there  were  more  stability  of  the  tax  structure — , 
if  it  were  made  up  of  fewer  taxes  and  of  those  which  would  reach 
adequately  and  more  directly  ability  and  benefit, — and  if  fluctuating 
revenue  needs  were  met  mainly  by  changes  in  rates.  A  great  merit 
of  the  model  system  proposed  by  the  committee  of  this  association 
is  that  when  it  or  something  similar  is  adopted,  taxpayers  can  count 
with  more  certainty  at  least  on  the  kinds  of  taxes  to  which  they 
will  be  subject.  The  present  instability,  the  constant  change  and 
threats  of  change,  keep  the  taxpaying  body  uneasy,  provide  a  fertile 
field  for  the  demagogue  and  for  those  who  wish  to  use  the  machinery 
of  taxation  as  an  instrument  for  social  reform,  and  make  for  less 
efficient  administration  of  all  taxes. 

More  flexible  provisions  of  the  state  constitution ;  a  state  tax 
board,  with  the  powers,  personnel,  tenure,  and  support,  which  the 
typically  modern  state  tax  commission  has ;  a  general  overhauling, 
and  possibly  abandonment  of  the  state  property  tax;  an  income  tax 
(individual  and  corporate)  ;  a  satisfactory  determination  of  the 
proper  taxation  of  the  state's  rich  and  varied  natural  resources ;  an 
improvement  of  the  budget  system,  both  state  and  local ;  a  state  tax- 
payers' association ;  more  control  over  local  indebtedness ;  and  a 
relatively  stabilized  tax  system,  are  the  needs  of  Texas  in  the  field 
of  taxation  which  seem  to  me  to  be  almost  incontroversial. 

Chairman  Long  :  I  hope  that  all  of  you  who  have  good  voices 
will  remain.  We  now  want  to  have  a  general  discussion.  Out  of 
the  discussion  of  these  papers  we  normally  get  a  great  deal  of 
helpfulness,  so  I  hope  that  those  who  are  going  out  of  the  room 
are  not  the  ones  who  could  contribute  to  this  discussion,  and  I  do 
hope  that  as  soon  as  you  have  transacted  your  business,  you  will 
come  back  in  again,  so  that  we  may  have  the  benefit  of  your 
presence. 

The  Secretary  has  an  important  announcement  to  make. 
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Secretary  Query  :  I  have  a  letter  here  for  Mr.  J.  P.  Claywell, 
who  hasn't  a  reservation  here  at  this  hotel,  but  if  he  is  here  he 
may  have  this  letter. 

With  respect  to  the  validation  of  tickets,  all  of  those  who  have 
not  turned  in  the  certificates  that  were  attached  to  your  railroad 
tickets  when  they  were  purchased,  please  turn  them  in  at  the  regis- 
tration desk  when  you  go  out.  The  railroad  agent  wishes  to  begin 
validation  of  tickets  this  afternoon,  so  that  all  reservations  for 
sleeping  cars  may  be  made  out  of  here  early  and  so  that  the  proper 
equipment  can  be  supplied  by  the  transportation  companies. 

Chairman  Long:  We  have  a  telegram  here  for  the  Honorable 
Simeon  E.  Leland  of  Illinois,  and  we  have  a  telegram  here  also 
for  G.  W.  Mitchell.  If  those  gentlemen  will  come  forward  they 
will  receive  these  telegrams. 

The  practice  of  the  program  committee  of  the  national  tax 
conferences  is  to  have  the  discussion  after  the  papers  have  been 
delivered,  with  the  thought  that  if  discussion  followed  each  individ- 
ual paper,  the  persons  might  not  be  as  attentive  to  the  subsequent 
papers,  so  that  I  hope  you  will  have,  mentally  or  otherwise,  made 
notes  in  respect  to  these  three  splendid  papers.  Perhaps  we  have 
never  had  any  better  papers  at  any  conference  than  those  that  have 
been  delivered  this  morning.  The  conference  is  now  open  to  any 
discussion  that  you  want  to  have,  in  respect  to  any  of  these  papers. 
It  may  be  that  you  want  to  ask  some  questions  of  those  who  deliv- 
ered the  addresses.     That  all  comes  under  the  head  of  discussion. 

Who  wishes  to  start  the  discussion? 

Secretary  Query  :  I  should  like  to  ask  a  question  of  Mr. 
McCracken.  He  made  some  reference  in  his  very  interesting  ad- 
dress this  morning  to  some  criticism  directed  at  his  department, 
because  of  the  cost  of  administration  in  collecting  delinquent  taxes. 
I  should  like  to  know  from  what  source  that  criticism  came. 

Chairman  Long  :  Mr.  McCracken  is  asked  from  what  source 
the  criticism  came  of  the  cost  of  collection  in  his  tax  device. 

(no  response) 

Chairman  Long:  If  Mr.  McCracken  is  not  present,  is  there 
any  other  member  of  the  Oklahoma  Tax  Commission  who  can 
answer  that  question  ?  Professor  Simpson  is  here  and  Mr.  Melton, 
from  the  research  division,  is  here. 

Mr.  L.  D.  Melton  (Oklahoma)  :  It  mainly  took  the  form  of  an 
editorial. 

Chairman  Long  :  Gentlemen,  please  be  as  quiet  as  you  can. 

Mr.  L.  D.  Melton  :  The  criticism  of  which  Mr.  McCracken 
spoke  mainly  took  the  form  of  editorial  comment  in  the  metropolitan 
newspapers. 
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Chairman  Long:  Now,  does  any  editor  want  to  defend  himself? 
Does  any  editor  want  to  say  his  own  newspaper  office  is  run  any 
more  economically?  Does  any  newspaper  man  want  to  say  that 
he  can  collect  his  outstanding  accounts  any  more  cheaply  than  the 
state  collects  theirs?  Here  is  an  opportunity  for  a  newspaper  man 
to  defend  himself,  if  there  is  one  present. 

We  shall  have  to  decide  in  favor  of  the  tax  commission  as  win- 
ning the  contest. 

There  are  two  things  always  present  which  we  recognize  and 
do  not  pay  much  attention  to.  The  first  is  that  normally  a  person 
can  talk  most  about  something  that  he  knows  nothing  of.  The  more 
you  know  about  anything  the  more  difficult  it  is  to  talk  about  it. 
The  second  is  that  we  should  never  have  any  editors  in  the  world 
if  the  editors  were  bound  by  anything  at  all  that  approached  reason 
or  fact.     They  ought  to  be  excused. 

Mr.  Herbert  D.  Simpson:  Mr.  Chairman  I  just  wanted  to  re- 
assure Professor  Miller  about  his  apprehension  over  the  treatment 
of  university  professors.  I  don't  know  how  university  professors 
are  treated  in  Texas,  but  in  Oklahoma  university  professors  are 
treated  humanely. 

Mr.  McCreevy  (Oklahoma)  :  I  appreciate  the  information  given 
by  Dr.  Simpson,  in  that  he  stated  that  13%  of  the  net  income  de- 
rived in  the  state  will  pay  the  governmental  expenses  of  the  state 
and  its  local  units.  I  am  encouraged  in  the  thought  that  ad  valorem 
taxation  may  be  abolished  to  a  great  extent,  and  this  income  tax 
system  adopted  in  lieu  thereof,  for  the  reason  that  I  find  by  taking 
the  taxes  on  my  land  and  comparing  them  to  taxes  on  the  net  income 
basis,  I  am  greatly  relieved  of  the  burden  of  taxation. 

Chairman  Long:  I  suppose  that  it  is  true  that  persons  who  do 
not  pay  taxes  have  no  direct  relation,  but  my  experience  has  been 
that  they  want  to  be  tax  payers.  Almost  everyone  says  he  wishes 
he  had  a  hundred  thousand  dollars  or  a  million  dollars  income, 
and  he  would  gladly  pay  towards  the  support  of  government. 
The  unfortunate  part  of  it  is  that  when  they  reach  anywhere  near 
that  point,  they  begin  to  squirm.  So  we  are  either  contented  non- 
tax payers  or  uncontented  tax  payers.  For  those  of  you  who 
think  you  have  a  direct  relation,  it  is  probably  reasonably  true  to 
say  that  20%  of  all  the  money  you  spend  goes  in  one  form  or 
another  to  indirect  taxation,  so,  to  the  extent  that  you  enjoy  in- 
direct taxation,  you  can  be  satisfied  you  get  80%  for  every  dollar 
you  spend,  and  to  the  extent  that  you  try  to  avoid  indirect  taxation, 
to  that  same  extent  you  have  that  20%.  We  shall  probably  hear 
more  of  that  as  the  session  goes  along. 

Now,  you  have  had  three  able  papers :  first,  Dr.  Simpson  has 
likened  his  experience  to  the  surveyor  of  the  early  days,  and  then 
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Mr.  McCracken  told  you  about  the  workings  of  the  Oklahoma  Tax 
Commission,  and  as  some  one  has  said  something  about  the  Okla- 
homa constitution,  perhaps  somebody  can  speak  in  respect  to  that; 
and,  third,  we  had  this  very  able  paper  in  respect  to  Texas.  Now, 
there  must  be  something  by  way  of  discussion. 

Mr.  Oscar  Leser  (Maryland)  :  I  should  like  to  ask  Professor 
Simpson  in  regard  to  something  he  mentioned  about  the  fact  that 
they  have  inaugurated  here  a  system  of  old  age  pensions.  How 
do  you  reconcile  that  with  the  statement  that  they  all  die  young 
in  Oklahoma? 

Voice  :  We  don't  die ;  that  is  the  trouble. 

Chairman  Long:  I  imagine  by  that  last  remark  was  not  meant 
that  they  don't  die.  It  was  meant  that  they  didn't  bury  them. 
Have  we  some  other  person  ? 

Mr.  George  G.  Tunell  (Illinois)  :  I  am  curious  as  to  how  the 
thirteen  per  cent  income  is  reached.     How  is  it  made  up  ?     W  nat 

is  included?     Just  what  does  it  mean? 

Chairman  Long:  Dr.  Simpson. 

Dr.  Herbert  D.  Simpson:  That  was  arrived  at  simply  by  utiliz- 
ing any  data  that  could  be  secured,  to  compute  the  total  net  income 
of  the  people  of  Oklahoma,  and  while  that  is  from  rough  material, 
two  or  three  studies  bearing  on  that  from  one  angle  or  another  have 
been  made,  and  they  agree  pretty  closely  on  a  net  income  in  1933 
of  around  $600,000,000,  and  since  that  cannot  possibly  include  all 
income,  the  error  must  be  in  understatement  rather  than  overstate- 
ment. Then  we  simply  took  total  taxes  levied  in  Oklahoma  and 
divided  into  that  income,  and  it  figures  out  approximately  13%. 
That  is  not  13%  of  government  revenue  but  13%  of  tax  revenues. 

Mr.  George  G.  Tunell:  Would  it  include  wages  and  salaries? 

Mr.  Herbert  D.  Simpson  :  It  is  intended  to  include  wages, 
salaries  and  personal  services. 

Mr.  George  G.  Tunell  :  It  has  never  been  proposed  that  an  in- 
come tax  be  levied  upon  the  whole  of  wages  and  salaries,  so  it  seems 
to  me  that  a  certain  figure — of  13% — is  perhaps  misleading.  As 
a  general  thing,  when  you  speak  of  net  income  you  have  in  mind 
gross,  less  operating  expenses  of  some  kind. 

Mr.  Herbert  D.  Simpson:  Let  me  just  say  that  of  course  we  are 
not  recommending  a  single  net  income  tax  to  raise  all  revenue. 
Those  were  just  efforts  to  arrive  at  the  resources  available  for  tax- 
ation. We  tried  to  represent  that  burden  in  terms  of  property,  then 
in  terms  of  gross  incomes,  and  then  in  terms  of  net  income.  That 
was  merely  an  effort  to  visualize  the  relation  of  the  tax  burden  to 
the  various  types  of  resources  available  for  it.     That  was  all. 
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Question:  Will  the  gentleman  yield  to  a  question  just  a  moment, 
Mr.  Chairman?  That  13%,  is  that  on  a  flat  income,  without  any 
exemptions  ? 

Mr.  Herbert  D.  Simpson  :  That  is  right. 

Question:  A  flat  income  tax  on  all  income  with  no  exemptions? 

Mr.  Herbert  D.  Simpson  :  That  is  right. 

Mr.  Philip  Zoercher  (Indiana)  :  I  was  just  going  to  say  to  the 
gentleman,  in  reference  to  Texas;  when  you  said  the  gasoline  tax 
was  increased  from  one  to  two  cents,  as  though  there  would  be 
some  objection  to  that,  do  you  remember  that  in  1923,  at  the  na- 
tional tax  conference  held  at  White  Sulphur  Springs,  a  committee 
was  appointed  that  made  a  very  thorough  investigation,  and  at  a 
meeting  in  1924  it  recommended  that  the  equitable  amount  to  be 
levied  as  a  gasoline  tax  would  be  three  cents  a  gallon.  Of  course 
all  that  money  was  to  be  used  for  highway  purposes.  So,  I  think 
Texas  still  has  one  cent  more  to  go,  if  they  have  only  two  cents, 
to  make  it  three  cents,  in  order  to  comply  with  that  report;  and 
if  you  look  at  your  proceedings  in  1924  you  will  find  a  very  inter- 
esting, a  very  intelligent  report  made  by  that  committee. 

Mr.  E.  T.  Miller  (Texas)  :  You  understand,  Mr.  Zoercher,  the 
tax  is  four  cents  already.     They  want  to  make  it  five. 

Mr.  Zoercher:  All  right. 

Mr.  E.  T.  Miller:  And  give  two  cents  to  this  local  debt  retire- 
ment fund. 

Dr.  Marion  McKay  (Pennsylvania)  :  Inasmuch  as  these  splen- 
did papers  have  taken  the  direction  of  enumerating  the  various 
taxes  that  have  been  imposed  in  these  states,  if  it  be  in  order,  Mr. 
Chairman,  I  should  like  to  give  you  a  brief  picture  of  what  has 
been  done  in  Pennsylvania.     Will  you  rule  that  in  order  or  not  ? 

Chairman  Long:  Anything  you  want,  Doctor,  is  in  order. 

Dr.  Marion  McKay  :  Well,  that  is  the  way  university  professors 
are  treated  in  Pennsylvania,  so  I  am  going  to  proceed.  I  want  to 
preface  my  remarks  with  this  one  thought,  that  for  the  first  time 
in  forty  years  Pennsylvania  has  a  democratic  administration.  That 
may  have  something  to  do  with  this  very  substantial  and  sweeping 
program  of  taxes,  in  which  we  are  not  rejoicing,  however,  but 
which  came  in  the  face  of  the  realities  of  the  situation  that  con- 
fronted us.  In  the  first  place,  Pennsylvania  has  adopted  a  corpor- 
ate income  tax  of  six  percent.  She  likewise  has  adopted  a  personal 
income  tax,  graduated  to  eight  percent,  which  has  been  argued 
before  the  supreme  court  and  we  are  looking  for  a  decision  very 
soon.     The   capital    stock   tax,   about   which   you   have  heard   very 
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much,  at  meetings,  of  this  association  in  the  past,  has  been  revised, 
so  that  all  manufacturing  corporations,  including  laundries,  are 
brought  under  the  application  of  the  law.  As  to  public  utilities 
subject  in  the  past  to  a  gross  receipts  tax  of  eight  mills,  the  rate 
has  been  increased  to  fourteen  mills.  We  introduced  for  the  first 
time  a  cigarette  tax  of  one  cent,  and  an  admission  tax  on  amuse- 
ments. We  have  introduced  a  tax  on  intangible  property  for  state 
purposes,  to  be  administered  by  the  state  department,  of  one  mill,  in 
addition  to  the  four  mill  tax  which  is  levied  by  the  counties  on 
intangible  property.  We  have  added  one  cent  to  the  gasoline  tax, 
and  a  transfer  tax  of  five  cents  per  one  hundred  dollars.  We  have 
revised  our  law  with  respect  to  the  taxation  of  foreign  corporations, 
so  that  it  will  be  more  equitable,  I  believe.  We  all  will  agree  with 
respect  to  the  tax  that  is  imposed  upon  other  corporations.  Then 
we  have  legislation  that  has  lessened  or,  rather,  abated  the  penalties 
that  are  imposed,  providing  current  taxes  are  paid.  I  want  to  say 
that  these  are  temporary  measures,  to  cope  with  a  financial  situation 
which  confronts  the  state  in  this  biennium.  I  also  observed  that 
at  the  last  election  we  defeated  a  proposal  for  a  constitutional  con- 
vention, one  object  of  which,  of  course,  was  to  eliminate  that 
stumbling  block  in  our  constitution,  the  uniformity  clause. 

Such  has  been  the  accomplishment  in  Pennsylvania.  As  I  say,  we 
are  not  rejoicing  in  them,  but  we  did  find  these  methods  of  meeting  a 
very  difficult  financial  situation.  And,  by  the  way,  I  want  to  re- 
mark that  we,  after  a  very  difficult  and  strenuous  fight,  defeated 
the  sales  tax  in  the  State  of  Pennsylvania. 

Mr.  Oscar  Leser  (Maryland)  :  The  way  the  gentleman  brags 
about  the  increase  in  taxes  in  Pennsylvania  reminds  me  of  a  family 
that  had  six  toes  and  were  very  proud  of  them.  I  should  like  to 
ask  the  gentleman  why  they  need  an  amendment  to  introduce  classi- 
fication when  they  have  classified  since  1838 — I  think  it  was — 
when  they  introduced  the  first  tax  on  intangibles  ?  Why  does 
Pennsylvania  need  the  right  to  classify  property  when  they  have 
been  doing  it  for  nearly  one  hundred  years  ? 

Chairman  Long  :  Will  Dr.  McKay  answer  the  six-toe  question  ? 

Dr.  Marion  McKay  (Pennsylvania)  :  Unfortunately  I  just  heard 
the  last  question  you  asked,  about  classification.  We  do  have  the 
classification  of  property,  and  we  are  not  seeking  an  amendment  to 
the  constitution  for  that  purpose,  but  we  are  seeking  and  shall  con- 
tinue to  seek  in  the  future  an  amendment  to  the  constitution  which 
will  permit  progressive  rates  on  income  taxes.  Of  course,  you  know 
the  decision  in  connection  with  inheritance  taxation,  that  ruled 
against  the  progressive  rates  in  respect  to  inheritance  taxes.  It 
remains  to  be  seen,  however,  what  the  decision  of  the  court  will 
be  with  this  new  personal  income  tax,  graduated  up  to  eight  per- 
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cent.     I  didn't  get  any  other  question.     That  is  the  one  I  want  to 
answer,  anyhow. 

Chairman  Long:  The  judge  put  the  snapper  on  the  beginning 
of  the  question  instead  of  the  tail  end  of  it.  Have  we  some  other 
discussion  ?  This  is  the  opportunity  to  learn.  I  heard  several  who 
said  they  didn't  intend  to  speak  but  they  wanted  to  come  and  listen 
and  learn.  Here  is  the  opportunity  to  learn.  Now,  gentlemen, 
unload  yourselves  of  accumulated  knowledge. 

Mr.  Spencer  A.  Larson  (North  Dakota)  :  In  theory  at  least 
there  seems  to  be  a  drift  toward  the  adoption  of  a  centralized 
mechanism  for  the  collection  of  various  taxes,  and  I  should  appreci- 
ate it,  if  those  who  are  now  operating  a  centralized  system  would 
elaborate  that  point  just  a  little  bit. 

Chairman  Long:  Does  anybody  want  to  undertake  the  assign- 
ment? 

Mr.  Spencer  A.  Larson:  I  should  like  Dr.  Simpson  to  do  so,  if 
he  would. 

Mr.  R.  B.  Cushing  (Illinois)  :  I  should  like  to  make  the  question 
a  little  more  specific.  In  the  collection  of  taxes  in  our  state,  the 
State  of  Illinois,  the  county  in  the  collection  of  taxes,  has  a  ten- 
dency to  withhold  distributing  to  the  various  communities  that  need 
the  taxes,  for  a  considerable  period,  and  the  local  communities 
rather  feel  the  lack  and  sometimes  they  have  to  borrow  money  and 
sell  tax  warrants,  when  the  money  is  lying  at  the  central  point 
of  collection.  I  am  wondering  about  that  tendency,  where  the 
collection  is  placed  at  the  capitol  of  the  state,  where  there  is  a  lag 
or  delay  in  getting  the  needed  money  to  the  various  communities. 

Chairman  Long  :  And  you  leave  out  of  that  question  the  con- 
tingency of  a  closed  bank? 

Mr.  R.  B.  Cushing:  Yes,  I  leave  that  out. 

Chairman  Long:  Doctor,  you  can  speak  for  Illinois  and  for 
Oklahoma,  both.  Do  you  want  to  answer  that  question,  Doctor 
Simpson  ? 

Dr.  Herhert  D.  Simpson  :  I  think  that  some  one  from  the  com- 
mission could  answer  it  better.  My  statement  of  eighty-nine  per- 
cent referred  just  to  the  collection  of  the  taxes  levied  by  the  state. 
I  was  not  speaking  of  collection  of  local  taxes,  taxes  locally  levied. 
I  meant  that  the  tax  commission  had  become  a  collecting  agency, 
to  the  extent  of  actually  collecting  cash,  to  the  amount  of  eighty- 
nine  percent  of  taxes  levied  by  the  state.  I  think  on  any  question 
of  local  collection  or  redistribution  of  the  levies,  Mr.  Melton,  from 
the  tax  commission,  is  more  familiar. 
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Chairman  Long:  Would  you  answer  that,  Mr.  Melton? 

Mr.  L.  D.  Mfxton  :  With  reference  to  the  first  question  that  was 
asked,  as  to  the  advantages  of  centralization  of  the  collection  of 
taxes,  it  seems  to  me  that  the  advantage  lies  principally  in  the  re- 
ducing of  overhead  costs.  In  many  states,  and  formerly  in  Okla- 
homa, the  collection  of  one  tax  will  be  given  to  one  state  official 
and  the  collection  of  another  tax  to  another.  That  is  true  in 
Illinois.  It  is  probably  true  in  most  other  states.  That  means  that 
each  of  those  state  officials  must  have  his  legal  advisers,  he  must 
have  his  statistical  department,  he  must  have  all  the  equipment 
necessary  to  collect  the  money  that  comes  into  his  office,  whereas, 
under  such  a  system  as  now  prevails  in  Oklahoma,  one  legal  depart- 
ment serves  the  entire  commission,  which  collects  sixteen  different 
types  of  taxes  and  license  fees.  One  statistical  and  research 
division  serves  them  all,  and  one  accounting  set-up  serves  them  all. 
That  is  the  point  that  Mr.  McCracken  brought  out  in  his  paper. 
With  reference  to  your  question,  will  you  please  state  that  again. 
It  slipped  my  mind. 

Mr.  R.  B.  Cushing  (Illinois)  :  I  misapprehended  the  situation,  I 
think.  Your  tax  commission  does  not  collect  the  local  taxes  that 
are  levied  in  each  separate  community  or  taxing  district  ? 

Mr.  L.  D.  Melton  :  No,  sir.  I  recollect  your  question  now. 
Formerly  the  income  tax  was  distributed  principally  to  the  local 
governments,  after  it  had  been  collected  by  the  state.  It  is  true 
that  there  was  some  lag  in  the  distribution  of  the  income  tax  money 
back  to  the  local  governments.  It  was  only  apportioned  at  the 
end  of  each  fiscal  year,  and  there  could  have  been  some  improve- 
ment there.  As  to  the  sales  tax,  the  gasoline  tax  and  other  special 
forms  of  taxes  collected  by  the  state,  for  distribution  to  localities, 
that  distribution  was  done  monthly,  so  that  there  was  no  appreciable 
lag  there,  and  the  localities  received  the  immediate  benefit  of  those 
collections. 

Chairman  Long:  I  suppose  that  particular  kind  of  question  is 
troublesome ;  it  immediately  divides  itself  into  two  camps,  first  the 
camp  as  to  whether  the  state  should  collect  and  distribute  to  the 
cities,  towns,  villages  and  counties,  and  let  them  spend  the  money, 
or  whether  it  should  give  them  grants,  in  the  form  of  services,  as 
in  Virginia,  North  Carolina  and  Connecticut,  for  roads,  schools, 
and  things  of  that  character.  I  suspect  in  that  question  there  is  a 
kernel  of  a  good  deal  of  a  discussion,  whether  it  is  wiser  to  do  it 
one  way  or  another,  on  the  theory  that  the  local  communities  may 
squander  the  money  that  they  receive  from  a  central  source,  not 
sensing  that  it  comes  from  the  tax  payer. 
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Perhaps  I  ought  to  ask  how  many  there  are  in  the  room  that 
are  Rotarians.  We  have  a  few  here ;  and  I  understand  that  this 
room  was  unfortunately  assigned  to  that  group  of  people,  and  that 
we  ought  to  get  out  of  here  in  about  five  minutes,  unless  Mr. 
Burnhame  says  we  have  to  get  out  at  once.     Shall  we  get  right  out? 

Mr.  G.  A.  Burnhame  (Oklahoma  City)  :  I  may  say  that  the 
group  is  running  about  two  hundred  and  twenty-five  a  day,  and 
that  this  room  is  the  only  one  that  we  can  get  two  hundred  and 
twenty-five  in.  They  start  at  twelve  o'clock,  and  it  takes  us  about 
fifteen  or  twenty  minutes  to  set  up. 

Chairman  Long:  It  is  moved  by  a  member  of  the  Rotary  Club 
from  Seattle  that  we  give  up  the  room.     There  is  no  vote. 

Adjournment. 
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Chairman  Henry  F.  Long,  presiding. 

Chairman  Long:  The  official  time  keeper  says  it  is  two-thirty, 
the  hour  at  which  this  session  was  called. 

First  let  me  suggest  to  those  who  are  present,  that  on  the  plat- 
form here,  are  copies  of  the  report  of  the  Brookings  Institute, 
several  mimeographed  sheets,  which  are  attached  with  a  staple, 
and  a  single  report  enclosed  with  an  elastic  band.  There  are  about 
one  hundred  of  these  and  they  are  available  to  whoever  wants  to 
take  them.  On  the  theory  that  those  who  are  here  now  are  the  most 
interested,  it  might  be  advisable  to  suggest  that  you  get  your  copy 
now,  rather  than  later. 

We  will  now  proceed  with  the  preliminaries  of  this  session.  I 
should  have  indicated  that  Dr.  Simpson  was  in  large  part  re- 
sponsible for  providing  these  reports  which  you  have  now,  but  that 
the  Oklahoma  Tax  Commission  will  also  be  very  glad,  in  the  event 
that  you  wish,  and  if  you  give  them  your  name,  to  put  you  on  the 
mailing  list  for  the  publications  that  they  issue  from  time  to  time. 
This  is  again  an  expression  of  the  splendid  welcome  we  are  having 
in  Oklahoma. 

The  entertainment  committee  desires  to  make  an  announcement. 

Mr.  Raymond  A.  Tolbert  (Oklahoma  City)  :  Mr.  Chairman  and 
gentlemen ;  I  wish  to  direct  your  attention  to  the  sightseeing  trip 
referred  to  on  the  yellow  slip,  tomorrow  afternoon  at  4:45  o'clock. 
Let  me  ask  you,  if  you  will,  to  go  to  the  registration  desk  and 
register  for  that  trip.  The  reason  for  that  is  that  we  want  to  pro- 
vide sufficient  transportation,  so  that  there  will  be  no  inconvenience. 
That  trip  will  take  you  through  the  city  and  through  the  oil  fields. 

I  have  heard  a  great  many  inquiries  about  the  oil  fields.  I 
thought  I  might  just  say  a  word  or  two  about  them.  If  you  look 
out  of  the  windows  there,  you  will  see  about  fifteen  hundred  or 
two  thousand  wells.  Each  of  those  wells  is  about  a  mile  and  a 
quarter  deep,  about  sixty-five  hundred  feet.  It  has  taken  from 
six  weeks  to  three  months  to  drill  each  of  those  wells.  The  cost 
of  drilling  and  equipping  for  production  and  bringing  the  oil  to 
the  surface  is  from  $100,000  to  $200,000  for  each  well. 

There  are  some  other  interesting  things  you  might  be  interested 
in.     This  field  is  the  deepest  field,  where  they  have  so  many  wells, 

(94) 
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in  the  United  States,  with  the  exception  of  probably  one  field  which 
has  been  developed  in  California.  In  1921  they  drilled  a  well  out 
here  thirty-five  hundred  feet  deep.  That  was  the  maximum  depth 
to  which  they  could  go,  with  the  then  existing  equipment;  but 
now,  all  of  these  wells,  as  I  say,  are  sixty-five  hundred  feet  deep. 
The  equipment  that  you  see  out  there  is  capable  of.  drilling  ten 
thousand  feet.  There  is  one  well  in  western  Oklahoma  that  is 
ten  thousand  feet  deep. 

Also,  you  might  be  interested  to  know  that  there  are  three  separ- 
ate and  distinct  fields  or  pools  out  there,  the  lower  field,  the  central 
field,  and  the  northern  field.  Those  are  within  sands,  you  know, 
and  the  oil  sands  lay  like  shingles  on  a  roof.  There  were  surface 
indications,  and  the  geologists  were  able  to  identify  the  first  sand. 
That  is  what  we  call  the  limestone,  so  one  of  the  major  companies 
blocked  up  that  acreage  in  the  south  end  of  the  field  and  drilled 
a  well,  on  geology.  We  did  not  suspect  that  there  were  producing 
sands  to  the  north  of  that  field,  but  there  were.  There  were  no 
indications  on  the  surface  of  these  other  sands,  but  it  has  developed 
that  the  sands  to  the  north,  the  Simpson  formation  and  the  Wilcox, 
have  been  more  productive  than  the  original  sand  on  the  south. 
Those  are  entirely  separate  and  distinct  pools.  There  is  no  con- 
nection, one  with  the  other.  Those  wells  are  drilled  by  what  is 
known  as  the  rotary  method.  You  will  see  those  big  drill  stems, 
a  piece  of  pipe  about  six  inches  across,  and  about  an  inch  thick, 
very  heavy,  with  an  augur  on  the  bottom  of  it.  The  drill  stem 
is  hollow.  The  augur  is  rotated  by  the  mechanism.  Water  is 
forced  down  through  the  center  of  the  drill  stem  and  comes  out 
at  the  bottom  of  the  drill  stem,  along  with  the  cutting  tool  or  the 
bit,  and  those  cuttings  are  released  and  flow  to  the  top  of  the  hole 
and  out  over  the  top  by  this  water  pressure.  It  is  interesting  also 
to  note  that  great  gas  pressures  are  encountered.  Sometimes  the 
gas  pressure  is  so  great  that  the  water  of  a  column  a  mile  and  a 
quarter  deep  is  insufficient  to  hold  that  gas  pressure  down.  You 
will  also  see  that  they  are  mixing  mud  with  the  water,  to  increase 
the  weight  of  the  water.  If  you  are  not  able  to  take  this  trip 
tomorrow,  I  would  simply  say  that  anytime  you  want  to  go,  get  a 
taxi,  which  costs  you  about  twenty-five  cents,  and  go  out  six  or  eight 
blocks  and  you  can  see  all  this.  The  trip  tomorrow  will  take  you 
through  the  oil  fields.  Be  sure  to  register,  if  you  will,  so  that 
proper  conveyances  may  be  furnished  for  tomorrow. 

Chairman  Long:  We  are  all  very  grateful  for  this  suggestion. 
We  are  also  very  grateful  to  learn  about  the  discovery  of  oil.  Per- 
haps more  of  us  will  think  now,  as  we  drive  along  in  our  auto- 
mobiles, of  the  benefit  that  Oklahoma  has  been  to  us,  and  when  we 
cast  up  our  accounts  as  tax  administrators,  will  be  doubly  grateful 
to  Oklahoma. 
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Occasionally  it  is  necessary  to  change  the  program  a  bit,  in  order 
to  meet  the  wishes  of  individuals  who  have  consented  to  take  a  part 
in  the  activities.  I  say  that,  so  that  none  of  you  will  rely  upon  a 
given  session  being  exactly  as  you  read  it  on  the  program.  We  do 
that  purposely,  so  as  to  keep  the  members  here,  constantly  watchful 
for  that  which  they  are  most  interested  in. 

The  first  suggestion  I  have  to  make  is  that  after  this  present 
afternoon  session  there  will  be  a  meeting  in  this  room  of  those 
who  are  interested  in  the  national  bank  tax  situation. 

I  am  also  going  to  suggest  that  this  evening  we  are  going  to  hear 
from  former  President  Vaughan,  of  this  association,  who,  as  you 
will  note,  is  the  last  on  the  ninth  session  of  our  program  He  was 
purposely  kept,  like  good  wine,  until  the  last.  Mr.  Vaughan  has 
suggested  that  he  will  be  obliged  to  get  back  to  Arkansas,  being  a 
little  uncertain  as  to  whether  that  state  will  continue  to  be  a  unit 
during  his  absence,  and  we  are  going  to  put  him  on  this  evening's 
session.  The  suggestion  has  been  made  that  we  advise  you  of  this, 
so  that  you  will  have  the  pleasure  of  hearing  Dr.  Vaughan. 

The  National  Tax  Association,  as  I  suggested  last  evening,  is 
very  much  interested  in  having  throughout  the  Union  as  many  mem- 
bers as  possible,  who  are  interested  in  the  particular  thing  that 
the  National  Tax  Association  is  designed  to  do.  That  means  mem- 
bership. Attendance  at  the  conference  is  something  that  we  like  very 
much,  but  we  are  nevertheless  interested  in  having  as  many  mem- 
bers as  possible  in  the  National  Tax  Association,  and  provision 
has  been  made  this  year  for  membership  being  created  at  this 
conference. 

That  membership,  as  I  think  I  also  told  you,  entitles  one  to  the 
Proceedings  of  these  conferences,  which  are  in  substance,  apart 
from  the  National  Tax  Association,  but  sponsored  by  it;  and  the 
Bulletin,  which  is  issued  each  month,  with  the  exception  of  the 
summer  months.  Through  those  mediums  we  attempt  to  keep 
people  throughout  the  Union  interested  in  these  general  tax  prob- 
lems. We  haven't  anything  in  particular,  by  way  of  objective,  but 
we  have  found  that  from  the  point  of  view  of  the  tax  administrator, 
the  teacher  and  scholar,  and  the  tax  payer,  it  is  well  for  us  to  keep 
together. 

I  call  that  to  your  attention,  so  that  you  need  not  leave  without 
knowing  that  you  can  become  a  member.  If  you  want  to  become  a 
member  we  should  like  to  have  you  do  so.  If  you  don't  want  to 
become  a  member  we  are  also  satisfied,  but  we  like  to  have  as  many 
members  as  possible. 

This  afternoon  we  are  going  to  have  a  continuation  of  what  was 
an  exceptionally  good  program  this  morning,  but  it  is  necessary 
to  call  to  your  attention  that  persons,  when  they  agree  to  go  on  the 
program,  do  it  with  the  thought  of  being  present,  but  we  find  at 
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times  that,  due  to  conditions  over  which  they  have  no  control, 
they  are  unable  to  be  present.  Therefore  it  is  necessary  for  me 
to  announce  that  Doctor  Anderson,  Tax  Commissioner  of  Texas, 
because  I  believe,  the  legislature  is  still  in  session  and  it  seems  it 
is  necessary  for  him  to  be  present  in  Texas,  is  unable  to  be  here, 
but  Mr.  Marvin  Hall,  chief  attorney  for  the  tax  department  has 
come  to  fill  the  gap  made  by  the  absence  of  Doctor  Anderson. 

Doctor  Anderson's  talk  is  to  be  on  "  Some  Common  Elements 
in  the  Tax  Problems  of  the  Southwest."  In  place  of  Doctor 
Anderson  I  am  going  to  introduce  Marvin  Hall,  chief  attorney 
for  the  tax  department,  who  will  now  speak  in  Mr.  Anderson's 
place— Mr.  Hall. 

Mr.  Marvin  Hall  (Texas)  :  Mr.  Chairman  and  members  of  the 
National  Tax  Association :  you  have  heard  so  many  speeches  here 
so  far,  and  despite  the  fact  that  they  have  been  so  good,  I  imagine 
that  you  may  have  gotten  into  the  same  mood  as  a  man,  so  the  story 
goes,  who  was  about  to  be  hanged.  A  great  crowd  had  assembled 
for  the  hanging,  and  the  warden  told  the  condemned  man  that  he 
would  have  five  or  ten  minutes  in  which  to  say  his  last  words,  if 
he  wanted  to.  Present  in  the  crowd  was  a  candidate  for  congress. 
The  prisoner  told  the  warden  he  did  not  have  anything  to  say  and 
therefore  had  no  use  for  the  ten  minutes  that  were  to  be  allowed 
him.  This  situation,  with  a  vast  crowd  present,  and  the  man  hav- 
ing no  use  for  the  ten  minutes,  was  very  displeasing  to  the  can- 
didate for  congress,  so  he  asked  the  warden  if  he  might  have  the 
ten  minutes  in  which  to  make  a  speech.  The  warden  said,  "  Well, 
it  is  all  right  with  me,  if  it  is  agreeable  to  the  man  who  is  to  be 
hanged."  So  he  turned  to  the  condemned  man  and  asked  him  if 
he  would  yield  his  ten  minutes  to  the  candidate,  whereupon  the 
condemned  man  said,  "  Yes,  it  is  all  right  with  me,  if  he  wants  to 
make  a  speech  for  congress,  and  I  will  give  him  my  ten  minutes 
on  one  condition,  and  that  is  that  you  hang  me  first." 

SOME  COMMON  ELEMENTS  IN  THE  TAN  PROBLEMS 
OF  THE  SOUTHWEST 

R.    B.    ANDERSON 
State  Tax  Commissioner  of  Texas 

Mr.  Chairman  and  Members  of  the  National  Tax  Association : 

The  problem  of  taxation,  in  any  of  its  aspects,  is  always  ap- 
proached with  hesitancy  by  one  at  all  familiar  with  its  diverse 
ramifications,  because  it  is  at  once  apparent  that  the  discussion  must 
of  necessity  reiterate  the  language  of  tax  officials  charged  with 
the  responsibility  of  maintaining  governments,  since  the  beginning 
of  organized  societv.  One  is  consoled,  however,  by  the  realization 
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that  each  problem,  while  of  necessity  one  that  is  borrowed  from 
the  past,  is  as  well,  a  living  issue  with  those  of  us  who  in  this  gener- 
ation still  struggle  to  finance  governmental  organizations. 

We  are  not  even  confronting  a  new  problem,  when  we  view  the 
ever  increasing  demands  upon  the  public  treasury  in  order  to  finance 
new  and  ingenious  projects  of  the  government,  made  necessary, 
or  at  least  made  actual,  by  reason  of  the  economic  difficulties  since 
1929.  It  is  to  be  remembered  that  Mediterranean  civilizations,  long 
before  the  dream  of  western  civilization  had  realized  its  slightest 
fulfillment,  crumbled  beneath  the  excessive  demands  of  the  govern- 
ment upon  a  population  grown  too  poor  to  adequately  respond  to 
a  ruler's  demands. 

As  a  matter  of  comparison,  the  states  of  the  Southwest  have  had 
a  comparatively  easy  task  confronting  them  during  the  past  hundred 
years,  in  order  to  solve  the  normal  requirements  of  the  state  gov- 
ernments. True  it  is  that  the  fraternal  conflict  of  1860  required 
unreasonable  demands  upon  the  purses  of  the  Confederacy,  as  well 
as  invited  the  influx  of  worthless  paper  money  in  the  North.  It 
is  equally  true  that  our  share  of  the  expenditures  of  the  world  con- 
flict of  1917  necessitated  unusual  and  drastic  demands  upon  the 
taxpayers,  but  I  do  repeat  with  confidence  that  the  Southwest  has 
had  no  uniquely  difficult  problems,  in  financing  its  ordinary  machin- 
ery of  government  during  the  hundred  years  that  have  passed.  In 
substantiation  of  that  assertion,  I  point  to  the  rich  natural  re- 
sources of  the  southwestern  states,  resulting  in  a  flow  of  oil  and 
in  the  mining  of  sulphur, 'and  in  the  production  of  like  deposits  that 
have  offered  to  each  state  an  ever-increasing  source  of  revenue  from 
a  comparatively  small  group  of  citizens.  While  we  are  not  will- 
ing to  say  that  the  production  of  natural  resources  has  reached  the 
point  where  it  ceases  to  be  profitable,  still,  with  the  discovery  of 
similar  resources  in  other  parts  of  the  world,  and  with  the  rapid 
development  of  synthetic  substitutes,  we  are  becoming  increasingly 
cognizant  of  the  necessity  of  depending  upon  some  source  of 
revenue  other  than  the  taxes  levied  against  natural  resources.  Not 
only  the  abundance  of  natural  resources,  but  the  comparatively  free 
distribution  of  land  and  the  easy  purchase  of  property  during  the 
last  century,  alleviated  any  major  difficulty  which  might  have  been 
faced  by  the  southwestern  states  in  the  solving  of  their  financial 
problems. 

As  this  associaton  meets  today  to  consider  its  common  problem  of 
taxation,  and  particularly  as  those  of  us  who  belong  to  the  south- 
western group  of  states  consider  our  own  peculiar  problems,  we 
necessarily  are  thinking  less  of  the  experience  which  we  have  al- 
ready enjoyed  and  more  of  the  responsibilities  to  which  we  may 
look  forward.  The  existence  of  a  debt,  necessitated  by  the  finan- 
cial depression  and  the  unavoidable  expense  incurred  in  achieving 
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the  new  social  policies  of  the  retirement  pensions  and  unemploy- 
ment insurance,  further  point  to  the  necessity  of  looking  far  into 
the  future  to  determine  to  which  rock  we  shall  cling,  in  the  years 
that  are  to  come. 

As  we  do  so,  the  states  of  the  Southwest  must  become  more 
familiar  with  comparatively  simple  principles  of  taxation  which 
have  heretofore  been  carelessly  ignored.  That  is,  we  must  realize 
that  a  tax  properly  levied  should  rest  primarily  upon  the  age-old 
principles  of  ability  to  pay  and  benefits  received.  It  is  no  longer 
enough  to  assume  that  a  few  people  who  own  large  estates  can  be 
called  upon  to  absorb  the  major  part  of  tax  responsibilities,  because 
owners  of  large  estates  have,  perhaps  more  than  any  other  group 
of  people,  felt  the  severe  blow  of  the  economic  crisis.  Further,  the 
diversification  of  activity,  and  the  increase  of  industry  have  de- 
veloped a  large  number  of  persons  with  a  comparatively  small  in- 
come who,  during  past  years,  have  largely  been  ignored  in  the 
scheme  of  revenue  collecting.  It  is  also  necessary  to  realize  that 
tax  revenues  collected  in  the  state  will  not  alone  support  the  machin- 
ery of  normal  government,  but  will  in  addition  make  secure  the 
last  years  of  those  elderly  citizens  dependent  upon  the  state,  sup- 
port the  indigent,  safeguard  the  unemployed,  and  perhaps  in  time 
pay  for  hospitalization  and  other  physical  requirements  of  the  nor- 
mal citizens.  If  therefore,  those  citizens  who  earn  small  incomes 
and  who  reach  the  end  of  their  productive  years  without  savings, 
are  to  be  repaid  by  a  government  out  of  its  munificent  generosity, 
then  it  is  but  fair  to  require  those  citizens,  during  their  productive 
years,  to  contribute  to  the  fund  in  which  they  will  share. 

Concretely,  the  Southwest  is  still  confronted  with  a  problem  of 
taxing  fairly  its  natural  resources.  Geological  data,  now  highly 
developed,  points  with  a  reasonable  degree  of  accuracy  to  the  period 
when  those  resources  now  being  mined  will  be  exhausted.  It  is 
not  enough,  therefore,  that  the  producer  should  be  required  to  pay 
the  same  tax  levy  as  the  owner  of  an  acre  of  land,  but  in  addition  he 
should  be  required  to  pay  for  the  privilege  of  forever  removing 
from  the  confines  of  the  state  a  resource  which  now  adds  to  its 
taxable  value.  Just  how  high  that  resource  tax  should  be,  no  one 
can  accurately  determine.  Necessarily  it  must  not  be  high  enough 
to  interfere  with  the  free  movement  of  production  between  states, 
nor  must  it  be  placed  at  such  a  level  that  the  manufacture  of  syn- 
thetic substitutes  will  become  more  profitable  than  harvesting  the 
original  deposit.  To  this  end  the  close  cooperation  of  every  state 
engaged  in  a  similar  production  of  resources  is  becoming  more 
and  more  necessary.  Actually,  no  basis  for  a  fair  levy  against 
natural  resources  can  be  established  by  any  single  state,  but  only 
when  those  states  act  upon  a  cooperative  program. 

Perhaps  the  greatest  indictment  against  the  tax  structure  of  the 
southwestern  states  is  their  utter  lack  of  a  logical  svstem.     For  the 
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most  part,  taxes  were  initially  levied  against  real  property,  and  as 
it  became  insufficient,  from  time  to  time  single  taxes  were  levied 
against  individual  industries  and  enterprises,  without  any  thought 
as  to  how  they  would  logically  fit  into  the  whole.  As  a  result, 
every  state  may  point  to  common  instances  where  highly  produc- 
tive activities  are  paying  a  comparatively  small  tax,  as  compared 
to  the  tax  levy  against  properties  which  have  become  relatively 
unproductive.  The  machinery  created  a  half  century  ago  has  long 
outworn  its  usefulness,  and  what  was  once  a  plan  has  become  the 
basic  foundation  of  a  curious  monstrosity  of  taxation  which  un- 
fairly and  inequitably  proposes  to  discharge  the  responsibilities  of 
the  state.  In  keeping  with  this  lack  of  system,  there  is,  as  well, 
the  lack  of  tax  records  which  can  be  confidently  depended  upon. 
In  Texas,  for  example,  the  quantity  of  land  rendered  for  taxation 
each  year  fluctuates  constantly,  and  in  some  counties,  during  the 
past  four  years,  a  net  loss  of  assessment  of  more  than  a  thousand 
acres  of  land  per  year  has  been  recorded.  In  one  of  the  oldest 
sections  of  Texas  a  recent  survey  of  a  square  mile  reflected  about 
72  acres  of  land  in  that  area  which  had  never  been  on  the  tax 
records  in  the  history  of  the  state.  At  the  same  time,  twelve  acres 
of  land  were  found  which  had  been  paying  taxes  for  a  number  of 
years,  but  which  in  fact  did  not  exist.  If  this  be  true  of  the  whole 
of  this  state  alone,  it  is  apparent  that  the  system  of  land  taxation 
in  Texas  has  become  woefully  unfair,  even  when  considered  separ- 
ately and  apart  from  every  other  branch  of  the  tax  structure. 

The  Southwest  must  realize  that  this  birth  of  industrial  enter- 
prise in  a  comparatively  new  section  of  the  United  States  requires 
not  only  the  levying  of  new  taxes,  but  the  complete  readjustment 
of  a  tax  philosophy,  based,  not  primarily  upon  the  ownership  of 
land,  but  upon  the  ownership  of  productive  property.  The  experi- 
ence of  those  states  along  the  eastern  seaboard  must  to  a  large  ex- 
tent direct  the  course  of  taxation  in  these  states  to  the  southwest. 

During  the  past  five  years  there  has  been  a  gradual  tendency  in 
all  states  to  remit  the  penalty  and  interest  due  by  a  delinquent  tax- 
payer who  has  failed  to  pay  his  taxes  on  time.  That  policy,  if 
inaugurated  for  a  single  year,  would  not  perhaps  lead  to  serious 
consequences.  But  it  is  a  policy  so  appealing  to  negligent  tax- 
payers that  the  diligent  citizen  is  penalized,  unless  he  too  becomes 
negligent,  for  legislators,  listening  to  the  voice  of  the  disgruntled 
first,  will  tend  year  after  year,  to  make  similar  remissions,  until 
the  whole  of  the  population  has  been  invited  by  a  special  prize  to 
forego  the  timely  payment  of  its  tax  responsibilities.  While  ade- 
quate protection  is  not  to  be  denied  to  those  citizens  who  find  them- 
selves utterly  unable  to  pay,  the  policy  of  tax  remission  and  of  the 
remission  of  penalty  and  interest  on  delinquent  taxes  does  present 
a  problem  which  the  Southwest  should  immediately  take  in  hand. 
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Nor  is  this  problem  confined  to  the  Southwest,  but  offers  a  diffi- 
culty equally  serious  to  all  of  the  states  in  the  Union. 

In  this  connection  I  invite  the  attention  of  the  association  to 
another  similar  problem  which  has  already  led  to  serious  conse- 
quences in  the  southwestern  states.  During  the  early  part  of  the 
20th  century  the  policy  of  remitting  state  taxes  to  counties  or  other 
political  subdivisions  for  particular  purposes  was  established.  In 
Texas,  taxes  were  remitted  to  build  drainage  districts,  sea  walls, 
canals,  and  more  recently,  to  pay  for  the  construction  of  dams  and 
for  similar  purposes.  This  policy,  coupled  with  homestead  exemp- 
tions, has  lead  to  a  virtual  exemption  of  many  counties  from  as- 
suming their  rightful  part  of  the  state's  financial  responsibilities. 
It  is  a  policy  which,  when  begun,  is  extremely  difficult  to  conclude, 
and  further  extensions  of  such  a  program  in  the  Southwest  should 
be  effectively  curtailed. 

As  the  Southwest  begins  the  extension  of  its  tax  program,  rest- 
ing it  not  alone  upon  the  ownership  of  land,  but  upon  industrial 
enterprise,  personal  property  assessments,  income  collection,  and 
the  like,  it  must  constantly  be  borne  in  mind  that  a  sound  system 
will  confine  itself  to  taxes  which  rightly  belong,  whether  by  per- 
mission or  by  right,  to  the  state  system  of  revenue  collection,  and 
not  to  the  Federal  Government.  The  two  systems,  if  they  are  to 
remain  systematized,  must  not  clash,  at  least  so  long  as  the  demo- 
cratic idea  of  the  entity  of  the  state  is  recognized,  as  it  has  been 
for  years  in  the  South.  Careful  thought  and  deliberate  study  must 
be  given  to  that  problem,  in  order  to  prevent  a  conflict  of  taxes. 

Equally  as  important  as  a  careful  design  on  our  part  not  to  en- 
croach upon  the  sphere  of  government  income  which  properly  be- 
longs to  the  Federal  Government,  is  the  presentation  by  this  asso- 
ciation of  a  united  front  in  opposition  to  the  tendency  of  the  Fed- 
eral Government's  tapping  those  sources  of  revenue  which  fairly 
and  necessarily  must  be  subject  to  taxation  by  the  states.  I  refer 
more  specifically  to  inheritance  and  excise  taxes.  Property  located 
within  a  state  is  so  peculiarly  subject  to  its  control  that  no  cen- 
tralized government  should  tax  its  devise,  descent,  transfer,  or 
distribution,  at  such  a  rate  as  to  make  it  inequitable  for  the  state  to 
add  a  reasonable  tax  in  addition  thereto.  The  problem  is  made 
more  acute  by  the  expenditures  of  both  state  and  national  govern- 
ments, necessitated  by  the  economic  depression  of  the  past  six 
years.  Let  our  policy  be  one,  not  of  antagonism,  but  of  cooper- 
ation, in  order  that  two  equally  vital  units  of  sovereignty  may  ac- 
complish those  ends  which  are  necessary  to  the  well-being  of  either. 

I  would  not  leave  the  impression  with  this  association  that  it  is 
my  idea  to  abolish  the  ad  valorem  tax.  For  all  of  the  industrial 
growth  of  the  South,  ownership  of  land  yet  remains  a  principal 
source  of  wealth  and  ultimately  in  the  economic  scheme  of  things, 
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it  is  to  be  believed  that  mere  ownership  of  land  within  itself  will 
prove  to  be  a  source  of  individual  profit.  If  that  is  true,  a  far 
sighted  state  and  the  ingenious  tax  commissioner  will  carefully 
refrain  from  too  hastily  discarding  the  land  tax  as  a  source  of 
revenue. 

I  earnestly  urge  upon  this  association  and  upon  the  southwestern 
states  in  particular,  that  the  simple  fundamentals  of  a  sound  tax 
philosophy  be  not  overlooked.  The  need  of  central  assessing  and 
collecting  offices,  the  establishment  of  sound  methods  of  equalizing 
values,  the  economical  enforcement  of  tax  levies  while  often  present- 
ing complex  problems,  become  intolerable,  only  when  the  simplest 
of  tax  principles  are  either  forgotten  or  neglected.  With  an  eye  to 
the  future  and  with  the  consuming  hope  of  establishing  a  fair  tax 
system,  the  progress  of  the  southwestern  states  should  be  marked  by 
a  careful  revamping  of  the  entire  tax  machinery.  Let  us  not  be 
too  cautious  to  destroy,  nor  too  ambitious  to  maintain,  our  exist- 
ing tax  systems.  Let  no  man  be  misled  by  that  pitiful  illusion 
that  any  state  or  any  nation  can  establish  a  tax  system  that  will 
safely  and  soundly,  for  the  next  hundred  years  or  more,  guide  the 
destiny  of  his  state.  The  most  fundamental  essential  to  the  achieve- 
ment of  fairness  of  tax  collection  is  recognition  of  the  necessity  of 
change,  to  meet  new  and  changing  conditions.  If  we  in  this  gener- 
ation do  no  more  than  establish  a  system  which  for  a  decade  or  two 
satisfies  the  normal  responsibilities  and  needs  of  our  respective 
state  governments,  then  we  shall  have  adequately  and  well  dis- 
charged the  duties  incumbent  upon  us.  To  that  end  we  should 
dedicate  our  efforts. 

Chairman  Long:  We  are  very  grateful  to  you,  Mr.  Hall,  for 
that  splendid  paper.  I  think  those  of  you  who  are  geologists  will 
be  particularly  interested  in  that  part  of  Mr.  Hall's  Anderson  paper 
which  indicates  the  extent  to  which  erosion  may  affect  a  state, 
meaning  the  loss  of  a  thousand  acres  annually  in  the  assessment  rolls. 

There  are  now  five  hundred  and  thirty  persons  registered  for  this 
conference.     The  list  is  growing. 

I  have  again  to  call  to  your  attention  that  the  resolutions  com- 
mittee is  composed  of  one  member  from  each  state,  and  that  the 
delegation  of  each  state  selects  the  individual.  Only  six  states 
have  so  far  reported.  It  is  my  further  understanding  that  if  the 
states  do  not  make  a  selection,  the  presiding  officer  can  make  the 
selection  himself,  for  the  state,  so  I  am  going  to  suggest  to  you 
that  if  you  desire  to  make  your  own  selection,  you  do  it  promptly, 
because  probably,  if  the  presiding  officer  did  it,  he  would  pick  the 
very  ones  that  you  do  not  want  to  serve  on  the  resolution  committee. 

We  are  now  going  to  proceed  further  with  the  program  and. 
while  still  staving  in  the  southwest,  come  back   into  the  State  of 
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Oklahoma,  and  hear  from  a  member  of  the  Oklahoma  Tax  Com- 
mission who  has  devoted  a  great  deal  of  energy  to  this  work,  and 
has  justified  the  confidence  which  tax  administrators  had  in  his 
ability,  before  he  became  a  member  of  the  Oklahoma  Tax  Com- 
misison.  I  am  therefore  very  greatly  pleased,  because  it  is  a  sub- 
ject that  has  concerned  many  tax  administrators,  to  introduce  to 
you  Mr.  Raymond  D.  Thomas,  who  will  speak  on  "The  Effects  of 
Homestead  Tax  Exemption — a  Factual  Approach."  The  words 
"  factual  approach  "  were  put  in,  perhaps  without  Mr.  Thomas'  con- 
sent, and  therefore,  as  a  title  under  which  he  will  speak  it  will  be 
better  to  say  the  "  Effects  of  Homestead  Tax  Exemption."  I  take 
pleasure  in  introducing  Mr.  Thomas. 

THE  EFFECTS  OF  HOMESTEAD  EXEMPTION 

RAYMOND  D.   THOMAS 
Member,  Oklahoma  Tax  Commission 

The  term,  "  Exemption  ",  is  by  no  means  new  in  the  terminology 
which  has  been  developed  through  centuries  of  experience  with  the 
property  tax.  Exemptions  and  deductions  have  become  rather 
popular,  too,  in  the  passage  of  revenue  laws  of  every  kind.  Some 
searcher  for  a  problem  for  a  doctoral  dissertation  might  very  happily 
settle  on  the  topic,  "An  Inquiry  into  the  Theory  and  Practice  of 
Exemptions  in  Taxation,  with  Particular  Reference  to  the  Motives 
Supporting  Exemptions  and  to  Measurements  of  the  Incidence  of 
the  Gains  Resulting  Therefrom  ".  The  title  might,  of  course,  be 
shortened,  with  no  damage  to  the  project  itself.  Seriously,  this 
subject,  if  thoroughly  done,  would  be  a  helpful  addition  to  the  liter- 
ature of  taxation. 

A  new  and  interesting  application  of  the  "  tax  exemption  "  doc- 
trine is  appearing  in  the  apparently  growing  agitation  for  the 
exemption  of  homesteads  from  taxation.  This  movement  bears 
possibilities  of  a  broad  extension  of  the  exemption  practice  in  the 
whole  area  of  property  taxation.  "  Exemption  "  is  near  and  dear 
to  the  taxpayer.  Any  exemption  proposal  is  certain  to  carry  a  wide 
appeal.  Particularly  is  this  the  case  with  the  homestead  exemption, 
for  the  reason  that  the  number  of  property  tax  payers  who  own  and 
live  in  their  homes  bulks  large  indeed.  This  movement  can  capi- 
talize a  decided  advantage  in  the  slogan,  "  Encourage  Home  Owner- 
ship ".  Also  it  must  be  recognized  that  the  homestead  exemption 
proposal  has  effective  vote-gathering  power. 

It  would  seem  proper  here  to  undertake  briefly  to  place  home- 
stead exemption  in  its  historical  setting,  in  the  evolution  of  the  prop- 
erty tax  system.  Restricted  property  exemptions  in  state  tax 
systems    are    of    fairly   long    standing.      As    a    general    rule   these 
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exemptions  have  been  confined  to  relatively  small  amounts  and  they 
have  applied  mainly  to  personal  property.  Heads  of  households, 
the  mentally  and  aged  infirm,  and  ex-soldiers  and  their  widows 
have  been  the  chief  beneficiaries  of  these  exemptions. 

The  social  philosophy  back  of  this  type  of  property  tax  exemption, 
we  can  assume  to  be  that  of  protecting  limited  rights  in  property, 
not  so  much  against  the  annual  levy  of  taxes  as  such,  as  against 
the  execution  of  tax  judgments.  At  least  this  would  apply  in  the 
case  of  the  limited  exemptions  to  heads  of  families  and  persons 
incapacitated  by  reason  of  mental  ills  or  old  age  infirmity.  But 
the  extension  of  this  exemption  to  ex-soldiers  and  their  widows 
is  another  form  of  "  soldier  bonus "  legislation.  It  should  be 
pointed  out,  however,  that  in  some  of  the  states,  certain  age  and 
incapacity  conditions  operate  to  restrict  the  application  of  these 
ex-soldier  property  tax  exemption  benefits. 

It  is  sufficient  to  record  the  old  and  quite  uniform  practice  of 
exempting  from  the  property  tax,  real  and  personal  property  used 
for  public,  religious,  fraternal,  and  charitable  purposes.  Con- 
tinued pressure  is  exerted  toward  the  more  liberal  interpretation 
of  this  class  of  constitutional  and  statutory  exemption,  as  is  evi- 
denced in  current  court  actions  in  Oklahoma  and  other  states, 
relating  to  the  applicability  of  the  exemption  to  college  fraternity 
and  sorority  property. 

A  brief  summary  of  legislation  in  various  states  providing  for 
property  tax  exemption  for  specific  economic  purposes  will  throw 
some  light  on  this  whole  exemption  question.  Not  all  of  the  legis- 
lation in  this  relation  will  be  considered.  We  are  interested  here 
primarily  in  exemptions  which  seek  to  encourage  the  establishment 
of  industry.  Constitutional  and  statutory  exemption  provisions  in 
all  the  states  of  the  Union  were  classified  in  this  study,  by  ten  year 
periods,  since  1890,  and  for  the  entire  period  before  1890.  This 
summary  is  not  altogether  complete  in  every  particular,  but  it  will 
serve  as  evidence  of  the  characteristics  of  the  specific  type  of  prop- 
erty tax  exemption  under  discussion  at  this  point. 

Before  1890  this  particular  aspect  of  the  exemption  movement 
had  gained  considerable  headway.  Colorado  had  made  provision 
for  exempting  ditches,  canals  and  other  types  of  irrigation  property 
used  for  irrigation  of  lands  of  the  owners.  Delaware  had  accorded 
a  ten  year  exemption  of  real  estate,  upon  which  manufacturing  and 
other  industrial  property  was  erected,  in  certain  cities.  Missouri 
exempted  manufacturers  whose  property  was  assessed  at  less  than 
$1000.  New  Hampshire  favored,  with  certain  restrictions,  vessels 
used  in  foreign  carrying  trade. 

The  decade  1890  to  1900  placed  two  southern  states  on  record  as 
encouraging  industry  by  means  of  property  tax  exemption. 
Alabama  made   provision    for  a   five   year   exemption    for   textile 
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manufacturing  and  for  implement  factories,  wood-working  indus- 
tries and  for  other  types  of  plants.  New  industries  and  establish- 
ments were  exempted  from  county  taxes,  not  including  school  taxes, 
for  five  years,  in  certain  specified  counties  in  South  Carolina; 
also  hotel  property  in  certain  counties.  Vermont  permitted  voters 
of  towns  to  exempt  from  taxes  for  five  years  homes  erected  on 
"  neglected  "  lands. 

Between  1900  and  1910  Alabama  extended  the  ten  year  exemption 
privilege  to  property  and  franchises  necessary  for  the  production 
of  air  nitrates.  Kentucky  granted  authority  to  cities  and  towns 
to  exempt  manufacturing  establishments  from  municipal  taxation 
for  a  period  not  exceeding  five  years. 

The  decade  of  the  war,  1910-1920,  was  not  fruitful  of  exemption 
legislation.  California  moved  to  encourage  shipping,  by  granting 
restricted  tax  exemption  to  vessels  of  over  fifty  tons.  Personal 
property  used  in  underflow  water  irrigation  enterprises  secured  a 
five  year  exemption  in  Oklahoma.  Vermont  granted  local  option 
in  homestead  exemption,  by  authorizing  town  voters  to  grant  an 
exemption  of  five  years  for  newly  erected  homes  valued  at  not  more 
than  $3,000,  nor  less  than  $800.  This  maximum  was  moved  up  to 
$5,000  by  later  legislation. 

The  "  New  Era  "  decade  of  the  nineteen-twenties  advanced  the 
exemption  movement  at  a  rapid  pace.  The  spirit  of  mercantilism 
rode  high  in  the  counsels  of  state  legislatures.  General  and  specific 
invitations,  figuratively  speaking,  were  sent  by  a  number  of  states 
to  prospective  industries  on  "  Property  Tax  Exemption "  letter 
heads.  Alabama  liberalized  her  exemption  laws,  to  permit  one 
tax  free  year,  in  case  of  stored  raw  materials  and  manufactured 
articles  in  the  hands  of  producers,  provided  these  commodities 
were  produced  within  the  state.  Arkansas  made  a  bid  for  textile 
mills  by  granting  a  seven  year  respite  from  taxation  from  the  time 
of  the  location  of  the  exempted  plants.  Florida  favored  with  tax 
exemption  certain  industrial  plants  and  water  bottoms  leased  for 
oyster  or  clam  cultivation.  Georgia  granted  municipalities  and 
counties  the  right  to  extend  a  five  year  exemption  from  county 
and  municipal  taxes  to  certain  types  of  manufacturing  plants. 
Similar  legislation  was  enacted  in  Louisiana  and  Mississippi. 
Maryland  favored  vessels  of  over  five  hundred  dead-weight  tons. 
Wisconsin  sought  to  encourage  improvements  on  farm  lands,  by 
exempting  from  taxes  improvements  not  to  exceed  a  value  of  $500 
on  real  estate  not  exceeding  forty  acres,  nor  less  than  twenty  acres, 
if  devoted  to  agriculture  and  if  such  improvements  were  made 
by  a  settler  occupying  such  lands  as  a  homestead. 

This  exemption  movement  surges  on  during  the  current  decade. 
Florida  offers  to  motion  picture  studios  a  fifteen  year  exemption 
from  taxes.  Washington  has  adopted  legislation  granting  certain 
tax  exemption  favors  to  the  shipping  trade. 
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Agitation  favoring  an  extension  of  the  exemption  practice  in 
the  property  tax  system  has  in  the  more  recent  years  shifted  to 
what  we  know  as  homestead  exemption.  Attention  has  already 
been  called  to  the  first  applications  by  certain  states  of  homestead 
tax  exemption,  with  soldiers  and  sailors  as  the  beneficiaries. 
Vermont,  it  will  be  recalled,  before  1920,  had  provided  for  re- 
stricted and  local  option  homestead  exemption. 

Evidence  of  the  strong  popular  appeal  of  this  homestead  exemp- 
tion program  is  to  be  had  in  the  success  of  the  movement  in  five 
states  during  1933  and  1934.  These  recent  enactments  broaden 
the  area  of  benefits  far  beyond  the  preferred  ex-soldier  class  in 
the  population. 

Texas,  in  1933,  by  constitutional  amendment,  exempted  residence 
homesteads  from  the  ad  valorem  tax  for  state  purposes,  in  the 
amount  of  $3,000  of  the  assessed  taxable  value  of  such  property. 
It  was  provided,  however,  that  this  exemption  should  not  be  ap- 
plicable to  that  portion  of  state  ad  valorem  taxes  levied  for  state 
purposes,  within  those  counties  or  other  political  subdivisions  then 
receiving  any  remission  of  state  taxes.  Texas  limited  homestead 
exemption  to  state  ad  valorem  levies. 

In  1933,  Minnesota  modified  the  property  classification  system  in 
operation  in  that  state  with  a  legislative  act  providing  for  a  lower 
percentage  of  value  for  taxation  purposes  on  the  first  $4,000  of 
value  of  real  property  used  by  the  owner  for  a  homestead  purpose. 

Louisiana  took  the  constitutional  route  in  1934  to  exempt  "  from 
state,  parish  and  special  taxes,  the  homestead,  bona  fide,  consist- 
ing of  lands,  not  exceeding  one  hundred  and  sixty  acres,  buildings 
and  appurtenances,  whether  rural  or  urban,  owned  and  occupied  by 
every  head  of  a  family,  or  person  having  a  mother  or  father,  or  a 
person  or  persons  dependent  upon  him  for  support,  to  the  value 
of  two  thousand  dollars  ".  Sound  judgment  on  the  part  of  the 
proponents  of  this  amendment  was  exercised,  in  protecting  the 
public  treasuries  against  a  sudden  drop  in  receipts,  with  a  sensible 
provision  that  the  homestead  exemption  benefits  would  accrue  only 
to  the  extent  that  the  legislature  provide  "  replacement  "  funds  in 
the  Property  Tax  Relief  Fund. 

Mississippi  joined  the  exemption  parade  in  1934,  but  with  a  much 
more  cautious  stride  than  Texas  and  Louisiana.  The  exemption 
was  restricted  to  state  ad  valorem  levies  up  to  $1,000  assessed  value, 
and  to  an  area  not  to  exceed  40  acres.  To  gain  admission  into 
the  exempted  homestead  class,  the  taxpayer  must  be  a  head  of  a 
family  and  a  resident  of  the  state.  False  representations  of  tax- 
payers claiming  exemption  constitute  a  felony. 

Florida's  sunshine  and  dreamy  rivers  gained  an  ally,  in  protecting 
the  blessings  of  home  ownership  against  the  hurricane  hazard  in 
1934   in  a   most   liberal  homestead   exemption.     The   constitutional 
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homestead  in  this  state  was  accorded  a  $5,000  exemption  from  ah 
taxes,  excepting  special  assessments,  to  resident  citizens  who  are 
heads  of  families.  By  this  sweeping  enactment  Florida  entered  an 
era  of  all  but  taxless  homes. 

Viewed  historically,  homestead  exemption  is  only  one  phase  or 
aspect  of  a  larger  tax  exemption  drift  in  our  changing  property 
tax  picture.  To  students  of  taxation  there  are  interesting  theo- 
retical considerations  in  the  homestead  tax  exemption  question.  It 
may  be  added,  however,  that  these  points  of  theory  may  have  little 
weight,  one  way  or  the  other,  in  influencing  home  owners  and 
prospective  home  owners  in  voting  on  the  question  of  the  adoption 
of  a  homestead  exemption  program.  But  it  should  be  clear  to  any 
person  who  gives  some  sustained  thought  to  this  movement,  that 
homestead  exemption  is  by  no  means  a  simple  question.  On  the 
contrary  it  is  a  highly  mixed  question — a  question  of  many  angles. 
In  this  question  are  many  diffcult  points  of  theory,  as  to  sound 
social  policy,  from  a  long-run  point  of  view.  Involved,  also,  are 
divergent  views  and  conflicting  interests,  as  between  tax  paying 
groups.  There  are,  indeed,  not  a  few  troubling  questions  to  be 
resolved,  before  a  defensible  homestead  exemption  law  is  intro- 
duced in  a  legislative  body  or  proposed  by  initiative  petition  for  a 
vote  by  the  people. 

Homestead  exemption  involves  not  only  a  rather  marked  change 
in  the  property  tax  system,  but  more  probably  than  not,  changes 
in  the  whole  tax  structure  of  a  state.  Proponents  of  these  changes 
should  be  prepared  to  give  satisfactory  answers  to  questions  which 
might  be  asked,  not  only  by  persons  who  oppose  the  changes,  but 
by  persons  who  are  earnestly  endeavoring  to  decide  whether  or  not 
the  proposal  is  sound  and  desirable.  Let  some  of  these  questions 
be  raised,  in  connection  with  other  kinds  of  property  tax  exemp- 
tion. Why  exempt  property  of  churches,  lodges,  and  other  charit- 
able organizations?  To  what  social  gain  are  such  exemptions? 
Obviously  these  exemptions  reduce  the  size  of  the  tax  base  and 
thus  tend  to  raise  taxes  on  other  taxable  property  or  taxable 
sources.  Of  course  no  income  accrues  from  this  kind  of  property. 
However,  this  exempted  property  receives  the  benefits  of  fire  and 
police  protection.  Titles  are  secured  and  other  benefits  afforded 
by  government,  which  receives  its  support  from  taxes.  But  this 
type  of  exemption  has  so  long  been  recognized  as  socially  desirable, 
that  perhaps  no  gain  can  come  from  questioning  its  validity. 

The  soldiers  came  back  home  from  war.  Or,  it  may  be,  some  of 
them  are  growing  old.  Property  tax  exemption,  under  certain 
limitations,  is  one  method  which  the  state  can  employ,  to  extend 
special  benefits  to  them.  But,  it  may  be  asked,  why  is  a  military 
or  naval  service  record  considered  to  entitle  a  person  to  escape 
bis  share  of  tax  payments  for  the  support  of  government?     What 


108  NATIONAL  TAX  ASSOCIATION 

about  justice  and  equity  in  taxation?  What  about  the  principle  of 
uniformity? 

Mercantilist  advocates  of  building  industries  in  a  state,  by  means 
of  waiving  tax  payments,  have  some  hard  questions  to  answer. 
When  the  property  of  a  new  industrial  plant  is  granted  relief  from 
taxes  for  five,  seven,  or  ten  years,  for  whose  benefit  is  such  exemp- 
tion granted?  The  answer  would  be  forthcoming,  of  course,  that 
the  community  and  the  state  gain,  by  reason  of  the  larger  tax  base 
resulting  from  the  new  industries,  larger  pay  rolls,  and  so  on.  This 
answer  assumes  that  the  industry  would  not  come,  were  it  not 
granted  an  exemption  from  taxes.  But,  under  the  most  extreme 
circumstances  one  could  imagine,  relief  from  payment  of  property 
taxes  for  a  period  of  years  would  be  a  small  factor  in  the  location 
of  new  industries.  An  industry  established  on  the  slender  margin 
of  a  five  or  ten  year  tax  exemption  is  not  soundly  located.  If 
industry,  by  and  large,  locates  in  places  offering  fundamental 
economic  advantages  quite  aside  from  the  relatively  small  benefits 
of  a  tax  exemption — and  there  is  abundant  evidence  that  this  is 
normally  the  rule — then  it  follows  that  these  mercantilistic  appli- 
cations of  property  tax  exemptions  are  nothing  less  than  outright 
gifts  to  private  concerns  and  groups.  This,  in  my  judgment,  repre- 
sents property  tax  theory  and  policy  almost  at  their  lowest  level 
of  application.  These  considerations  are  not  foreign  to  the  question 
of  the  effects  of  homestead  tax  exemption.  It  is  helpful  to  re- 
member that  homestead  tax  exemption  must  be  expected  to  meet 
the  same  tests  of  soundness,  as  are  applied  to  property  tax  exemp- 
tions of  every  other  kind. 

It  should  be  said  at  this  point  that  homestead  exemption  has  by 
no  means  a  standardized  meaning.  The  people  of  Texas  in  1933 
adopted  a  homestead  exemption  program,  with  certain  restrictions 
as  to  remission  of  taxes  to  counties.  In  Texas,  homestead  exemp- 
tion means  exempting  homesteads  from  state  taxes  only,  and  only 
in  an  amount  not  to  exceed  $3,000  assessed  value.  But  in  the  same 
year  the  people  of  Oklahoma,  by  constitutional  amendment,  not 
only  removed  all  state  taxes  from  homesteads,  without  regard  to 
value,  but  from  all  other  kinds  of  property.  Yet  Oklahoma,  by 
definition,  has  no  homestead  exemption  law,  while  Texas  has  such 
a  law.  In  Florida,  homestead  exemption  means  exemption  from 
all  taxes,  excepting  special  assessments.  In  Louisiana  the  exemp- 
tion applies  to  160  acres,  with  a  maximum  of  $2,000,  while  in 
Mississippi,  the  area  is  fixed  at  40  acres  and  the  maximum  at  $1,000 
and  the  exemption  is  applicable  only  to  state  tax  levies. 

This  is  a  proper  place  to  discuss  briefly  the  confusion  which  is 
certain  to  result,  in  defining  the  meaning  of  a  homestead,  for  tax 
exemption  purposes.  There  is  no  one  uniform  economic  or  legal 
definition    of    a    homestead.      The    nearest    approach    to    universal 
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usage  of  the  term,  homestead,  is  in  the  constitutional  and  statutory 
provisions  for  exempting  a  homestead  from  execution  of  judg- 
ments for  debt.  Practically  all  the  states  have  exempted  from 
execution  of  judgments  for  debt,  a  homestead  consisting,  as  a 
general  rule,  of  restricted  rights  in  personal  property  and  a  limited 
area  of  land,  with  the  improvements  thereon,  occupied  by  the 
owner  as  a  home  for  himself  and  his  family.  Some  of  the  states 
provide  that  the  homestead  right  is  not  lost  by  temporary  removal 
of  residence,  or  by  sale  of  the  homestead,  with  intent  to  purchase 
another.  The  general  rule  is  that  maximum  limits  are  set  up,  both 
as  to  value  and  as  to  area.  The  common  practice  is  that  160  acres 
for  rural  homesteads,  and  one  block  or  about  34  of  an  acre  for 
urban  homesteads,  constitute  the  maximum  limits.  In  value,  the 
exemption  maximum  varies  between  $1,000  and  $5,000. 

Obviously,  one  of  the  first  and  most  difficult  problems  to  be  con- 
fronted in  working  out  homestead  exemption  is  that  of  defining  a 
homestead,  in  terms  both  of  value  and  area  limitations.  In  dealing 
with  this  problem  the  question  is  forced — What  is  the  purpose  to 
be  realized  in  homestead  exemption?  Is  the  purpose  that  of  bring- 
ing property  tax  relief  to  a  certain  group  of  taxpayers?  Or  does 
the  proposal  seek  to  encourage  the  ownership  and  occupancy  of 
homes,  by  waiving  taxes  on  homes?  Or  is  it  the  primary  objective 
of  this  movement  to  use  homestead  exemption  as  a  leverage  for 
forcing  reforms  in  property  tax  administration  and  perhaps  in  the 
entire  tax  system  of  the  state? 

The  chief  ends  sought  by  homestead  exemption  have  a  direct 
relationship  to  the  problem  of  defining  a  homestead  for  tax  exemp- 
tion purposes.  Is  the  exemption  to  apply  only  to  property  used 
as  a  home  and  occupied  by  the  owner?  Or  is  the  exemption  to 
apply  to  productive  property,  in  addition  to  property  in  the  home? 
We  can  better  understand  this  problem,  when  it  is  applied  to  as- 
sumed conditions.  Suppose  two  adjoining  farms,  each  consisting 
of  160  acres,  are  of  exactly  the  same  quality  of  soil,  and  accord- 
ingly are  of  equal  actual  and  assessed  value,  as  far  as  productivity 
of  the  land  is  concerned.  Let  us  assume  that  the  assessed  value  of 
the  land,  exclusive  of  improvements,  is  $3,200.  Let  us  assume 
that  the  owner  and  family  of  Farm  No.  1  have  an  effective  desire 
for  a  high  standard  of  living,  and  that  they  have  accordingly  built 
a  comfortable  home,  with  other  improvements  in  landscaping,  water 
system,  and  so  on.  The  owner  and  family  on  Farm  No.  2,  how- 
ever, have  no  desires  for  the  amenities  of  the  home  and  its  grounds. 
The  assessed  value  of  the  home  and  its  surrounding  improvements 
on  Farm  No.  1,  we  shall  assume  is  $1,500,  and  of  the  home  and 
surrounding  improvements  on  Farm  No.  2  is  $500.  In  the  de- 
finition of  the  homestead  for  tax  exemption  shall  the  respective 
owners  and  families  on  these  two  farms  be  allowed  the  same  exemp- 
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tion  ?  If  a  homestead,  for  exemption  purposes,  is  defined  as  160 
acres  and  in  a  maximum  amount  of  $1,500,  then  both  owners  would 
benefit  in  the  full  amount  of  the  exemption.  But  if  the  homestead 
be  defined  as  consisting  of  the  home  occupied  by  the  owner  and  the 
five — or  ten — acres  constituting  the  homesite,  then  Farm  No.  1 
would  be  accorded  the  full  $1,500  exemption,  while  Farm  No.  2 
would  be  exempted  from  taxes  only  in  the  amount  of  the  value  of 
the  home  and  its  surroundings,  or  $500  for  the  home  and  another 
$100  for  five  acres  (at  $20  per  acre),  or  a  total  exemption  of  $600. 

Let  it  be  repeated  that  the  chief  purpose  to  be  achieved  by  this 
kind  of  tax  exemption  will  determine  the  definition  of  a  home- 
stead. It  is  my  view  that  the  area  of  the  homestead,  for  tax 
exemption,  should  be  restricted  to  not  more  than  10  acres — cer- 
tainly not  more  than  40  acres.  Provision  for  this  kind  of  area 
restriction  will  encourage  the  building  of  better  homes  in  the 
country.  Certainly  no  proponent  of  homestead  exemption  favors 
exempting  productive  or  income  property  in  towns  and  cities,  under 
the  name  of  homestead  exemption.  There  will  probably  be  no 
difficulty  in  deciding  that  the  urban  homestead  should  be  restricted 
to  an  area  of  not  more  than  34  of  an  acre.  To  permit  the  home- 
stead exemption  to  apply  in  the  country  to  a  large  area,  say  160 
acres,  which  makes  it  possible  for  the  exemption  to  apply  to  pro- 
ductive property  and  then  to  restrict  the  exemption  in  towns  and 
cities  to  residence  property  only,  is  to  legalize  an  unreasonable  dis- 
tinction between  small  home  owners  in  the  country  and  in  the 
towns.  Suppose  we  think  of  an  owner  of  a  small  grocery  store, 
in  a  town  or  city — and  there  are  literally  thousands  of  small-scale 
business  and  professional  proprietors  in  any  state.  Assume  that 
this  groceryman  lives  in  his  own  home,  which  is  assessed  for  $800. 
He  could  not  expect  to  receive  the  full  benefit  of  the  $1,500  exemp- 
tion. His  productive  property,  store  building  and  stock,  may  be 
assessed  at  $2,500,  or  a  total  valuation  of  $3,300,  for  home  and  busi- 
ness property.  But  his  tax  exemption  is  restricted  to  his  home 
property  only.  Surely,  a  fair  analysis  of  all  aspects  of  this  home- 
stead exemption  question  forces  the  conclusion  that  the  homestead 
should  not  be  defined  in  such  terms  as  will  permit  a  homestead 
tax  exemption  plan  to  operate,  in  part  at  least,  as  an  exemption  of 
both  the  homestead  and  productive  property. 

It  is  manifestly  not  an  easy  task  to  devise  dependable  measures 
of  the  long-time  social  and  economic  effects  of  homestead  tax 
exemption.  Obviously,  areas  with  a  relatively  high  percentage  of 
owner-occupied  homes  will  have  a  larger  number  of  "  benefited  " 
taxpayers,  than  will  areas  where  a  high  percentage  of  tenancy 
prevails.  An  analysis  of  census  data  and  also  data  compiled  from 
a  detailed  house-to-house  study  in  Stillwater,  Oklahoma,  with  a 
population    of    approximately   8,000,    points   definitely   to   the    con- 
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elusion  that  the  tax  base  in  the  municipal  subdivisions  of  the  state 
will  by  no  means  be  uniformly  affected  by  the  exemption  of  home- 
steads from  local  ad  valorem  levies.  Marked  variations  in  home 
ownership  conditions,  as  between  counties,  as  between  rural  areas 
within  any  one  county,  and  as  between  rural  and  urban  areas,  are 
disclosed  by  the  studies  we  have  made  here  in  Oklahoma.  It  would 
seem  reasonable  to  expect  that  the  tax  base  would  be  less  adversely 
affected,  in  areas  of  high  percentage  of  tenancy.  But  this  does 
not  follow,  at  least  in  Oklahoma,  for  the  reason  that  high  tenancy 
sometimes  exists  in  regions  of  low  incomes  and  low  total  property 
tax  assessment.  We  have  found,  for  example,  that  homestead 
exemption  will  probably  cut,  by  a  relatively  high  percentage,  the 
property  tax  base  in  the  southern  and  southeastern  counties  in 
Oklahoma,  where  the  percentage  of  home  ownership  is  relatively 
low. 

It  can  be  said,  therefore,  for  Oklahoma,  that  not  only  will  home- 
stead exemption  benefit  relatively  fewer  taxpayers  in  high  tenancy 
areas  than  in  high  ownership  areas,  but  will  in  some  cases  have  a 
larger  adverse  effect  on  the  tax-base  and  on  local  government  in- 
come, in  high  tenancy  areas.  Certainly,  it  is  a  safe  generalization 
to  say  that  the  social,  economic,  and  fiscal  effects  of  homestead 
exemption  are  by  no  means  uniform,  when  they  are  considered  for 
a  state  area.  It  follows,  therefore,  that  the  incidence  of  social  and 
economic  benefits  of  homestead  exemption  is  a  mixed  question. 

The  foregoing  analyses  would  seem  to  warrant  a  general  state- 
ment of  at  least  tentative  conclusions,  with  respect  to  the  home- 
stead tax  exemption  movement. 

1.  The  homestead  tax  exemption  movement  is  a  logical  corollary 
of  the  current  agitation  in  favor  of  property  tax  reform  and  "  mass 
welfare  "  legislation.  Property  tax  reform,  in  most  states  of  the 
Union,  is  an  objective  which  calls  for  statecraft  of  a  high  order, 
but  those  who  shape  a  program  of  desirable  reform  should  beware 
of  the  damaging  results  which  might  follow  from  any  further  ex- 
tension of  the  exemption  doctrine  in  the  property  tax  field. 

It  can  be  agreed  too,  that  by  and  large,  our  social  and  economic 
history  furnishes  abundant  evidence  of  the  social  stability  and 
security  accompanying  a  high  percentage  of  owner-occupied,  debt- 
free  homes;  but  it  should  not  be  too  hastily  concluded  that  home- 
stead tax  exemption  must  be  an  element,  in  plans  and  policies 
designed  to  encourage  home  ownership.  Other  conditions  are 
probably  much  more  important  in  increasing  the  number  of  owner- 
occupied  homes,  than  taxes ;  for  example,  the  interest  rate,  the 
home  mortgage  credit  system,  unlimited  privilege  of  owners  to 
mortgage  their  homesteads,  lack  of  effective  zoning  and  the  ab- 
sence of  community  planning,  in  both  country  and  city,  insecurity 
of  occupation  and  employment,  and  the  operation  of  the  property 
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tax  system,  in  placing  relatively  higher  assessments  on  residential 
real  estate  than  on  other  kinds  of  property.  If  the  property  tax 
as  it  is  now  functioning  is  a  barrier  to  home  ownership,  on  account 
of  disproportionately  high  tax  burdens  on  homes,  would  it  not  be 
a  wiser  policy  to  move  toward  fundamental  reforms  in  the  property 
tax  system  as  a  whole,  than  to  clutter  further  the  property  tax 
with  an  extension  of  exemptions? 

2.  Analysis  of  homestead  exemption  leads  directly  and  quite  far 
into  the  question  of  shifting  a  fairly  large  portion  of  the  costs 
of  government  from  one  revenue  source  to  another  and,  to  some 
extent,  from  one  class  of  taxpayers  to  another.  Homestead  exemp- 
tion will  take  away  a  considerable  part  of  the  assessed  value  base 
of  the  property  tax  structure.  If  budgets  are  maintained  at  exist- 
ing levels,  one  of  three  possible  courses  of  action  must  be  followed: 
(1)  immediate  upward  adjustment  of  the  assessment  of  the  tax- 
able property  remaining  after  exemption,  or  the  addition  of  omitted 
property,  or  both;  (2)  increase  the  rate  to  be  levied  on  the  assessed 
valuation  remaining,  without  any  material  change  in  assessment ; 
(3)  leave  both  assessments  and  levies  where  they  are,  and  replace 
the  taxes  lost  through  exemption,  by  tapping  other  sources.  The 
conclusion  is  inescapable  that  homestead  exemption  forces  con- 
sideration of  the  entire  question  of  tax  policies  and  tax  admin- 
istration, and  the  people  of  any  state  who  are  enthusiastic  about 
homestead  exemption  should  be  certain  that  the  end  they  seek  can- 
not be  realized,  unless  they  are  willing  to  go  along  in  a  revenue 
program  which  will  provide  the  necessary  replacement  funds. 

This  movement  to  exempt  homesteads  from  taxation  might  appear 
to  many  as  creating  a  crisis  in  the  financing  of  county  and  muni- 
cipal governments  and  the  schools.  From  sample  studies  we  have 
made  in  this  state  we  know  that  this  sweeping  application  of  the 
exemption  principle  will  take  off  a  considerable  portion  of  the  prop- 
erty tax  base.  In  connection  with  the  Brookings  Institution 
studies,  we  executed  last  winter  the  Stillwater  sample  study,  for 
the  purpose  of  determining,  without  any  element  of  guessing  in- 
volved, the  exact  effects  of  homestead  exemption  on  the  tax  base.1 
We  discovered  that  for  this  small  urban  community,  an  exemption 
of  $1,000  would  reduce  the  tax  base  by  20.76%  ;  a  $2,000  exemp- 
tion would  reduce  the  tax  base  by  27.51%,  and  a  $3,000  exemption, 
by  28.97%.  It  is  of  interest  to  note,  too,  the  effect  of  varying 
amounts  of  exemption  on  the  total  assessed  value  of  homestead 
property.  An  exemption  of  $1,000  would  reduce  the  total  assessed 
value  of  homestead  property  by  69.4%,  a  $2,000  exemption  by 
91.9%,  and  a  $3,000  exemption  by  96.8%. 

1  For  an  explanation  of  the  method  and  results  of  this  study  see  "  Ex- 
emption of  Homesteads  from  Taxation  :  A  Case  Study  in  Oklahoma,"  by 
Raymond  D.  Thomas,  in  the  Journal  of  Land  and  Public  Utility  Economics, 
August,  1935- 
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There  is  no  escape  from  the  conclusion  that  a  critical  situation 
in  local  finance  in  very  many  local  government  units  could  result 
from  a  thoughtless  and  planless  venture  into  homestead  tax  exemp- 
tion. But  the  prospect  of  such  a  critical  situation  may  indeed 
create  its  own  preventive  measures.  As  far  as  Oklahoma  is  con- 
cerned, it  is  reasonably  certain  that  exemption  of  homesteads  from 
local  tax  levies  will  be  vitalized  by  legislation.  The  people  of  this 
state  or  of  any  other  state,  and  particularly  those  groups  seeking 
homestead  exemption  legislation  can,  if  they  will,  use  this  proposal, 
as  a  leverage  for  securing  a  much  needed  reform  in  property  tax 
assessment  procedure.  Fair,  uniform,  and  complete  assessment  of 
all  property,  which  by  law  is  subject  to  taxation  will,  in  a  large 
portion  of  our  tax  districts,  undoubtedly  place  on  the  rolls  more 
property  than  is  taken  off  by  reasonable  homestead  exemption.  It 
is  to  be  hoped  that  assessment  reform  and  homestead  exemption 
will  be  companion  enactments.  With  all  the  theoretical  doubts 
one  may  have  as  to  the  soundness  of  a  policy  of  homestead  exemp- 
tion, it  is  submitted  with  emphasis  here,  that  the  Oklahoma  tax 
system  would  be  improved  by  reasonable  and  equitable  homestead 
exemption,  coupled  with  reformed  property  assessment  and  equali- 
zation procedures,  over  the  present  situation,  with  its  inequitable 
and  ineffective  assessment  and  equalization  practices  without  home- 
stead exemption. 

3.  The  results  of  limited  studies  already  made  of  the  probable 
effects  of  homestead  exemption  in  Oklahoma  evidence  the  need  for 
further  analyses.  It  would  be  a  fiscal  mistake  of  first  magnitude 
for  any  state  hurriedly  to  adopt  a  homestead  exemption  program, 
without  first  subjecting  the  proposal  to  a  strict  test  application  to 
local  and  state  budgetary  and  tax  situations.  This  is  the  course 
we  are  attempting  to  pursue  in  Oklahoma.  If  Oklahoma  is  to  have 
homestead  exemption,  we  are  determined  that  the  people  should 
know  what  the  effects  will  be. 

It  may  be  of  interest  to  this  group  to  indicate  the  procedure  we 
are  following  in  Oklahoma  as  the  state  moves  toward  homestead 
exemption  from  both  state  and  local  levies.  The  people  of  Okla- 
homa on  September  24  last,  approved  an  amendment  granting  legis- 
lative authority  to  exempt  homesteads  from  all  ad  valorem  taxation, 
excepting  "  assessments,  levies,  encumbrances  and  other  contract 
obligations  incurred  or  made  prior  to  the  taking  effect  of  such  act  ". 
It  now  appears  certain  that  this  amendment  to  the  Constitution  of 
Oklahoma  will  be  vitalized,  with  full  knowledge  of  the  effects  on 
the  tax  base.  Representatives  of  county  government,  municipali- 
ties, and  the  public  schools  have  been  called  together,  for  the  pur- 
pose of  working  and  planning  for  a  cooperative  state-wide  study, 
to  determine  the  effects  on  the  property  tax  base,  of  given  amounts 
of  homestead  exemption.  Every  owner-occupied  home  in  the  state 
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will  be  checked  against  its  assessed  value  on  the  tax  rolls.  This  pro- 
ject is  under  the  general  direction  of  the  Oklahoma  Tax  Com- 
mission and  the  work  will  be  executed  with  the  full  cooperation 
of  school  superintendents,  principals  and  teachers,  county  assessors 
and  other  county  officers,  and  municipal  officials.  Within  six  weeks 
it  is  planned  to  have  the  data  compiled  and  the  analyses  completed. 
The  voters  of  every  precinct  in  the  state  will  be  furnished  with 
exact  information,  showing  the  effects  of  the  exemption  on  the  tax 
base  and  on  the  financial  situation  of  every  school  district,  county, 
and  municipality.  These  results  will  be  tabulated  and  made  avail- 
able to  tax  authorities  in  other  states.  It  may  be  that  this  state- 
wide survey  will  be  helpful,  not  only  in  Oklahoma,  but  perhaps  in 
other  states  in  which  homestead  exemption  enthusiasm  may  strike 
at  any  time,  in  giving  intelligent  guidance  to  this  new  application 
of  tax  exerrt{  tion  doctrine  and  practice. 

(During  the  reading  of  Mr.  Thomas'  paper,  the  gentleman's  time 
expired,  under  the  rules,  and  it  was  thereupon  voted  that  the  time 
be  extended,  so  as  to  enable  the  speaker  to  read  his  paper  to  its 
conclusion.) 

Chairman  Long  :  I  should  like  to  say  that  we  have  looked  around 
the  audience  for  Mr.  McCracken,  and  cannot  find  him.  If  any  of 
you  see  him,  tell  him  to  call  his  secretary  on  an  important  matter. 

We  are  very  grateful  to  Mr.  Thomas  for  this  splendid  address. 
It  occurs  to  me  that  in  this  address  we  have  the  kernel  of  the  very 
thing  which  ought  to  make  the  National  Tax  Association  very  effec- 
tive, because  if  we  leave  to  chance  the  development  of  a  tax  source, 
when  the  need  for  revenue  arises,  there  will  be  a  lot,  perhaps,  of  un- 
wise experiments,  which  are  obviated,  by  just  such  kinds  of  figures 
as  the  Doctor  has  given  us  the  benefit  of,  and  which  are  made  avail- 
able through  the  National  Tax  Association — pointing  out  what,  at 
least  in  theory,  a  particular  tax  does  or  does  not  do. 

Now,  all  of  you  are  aware,  as  I  am,  that  our  most  recent  former 
president,  Mr.  Alfred  E.  Hoi  comb,  for  many  years  secretary  and 
treasurer  of  this  association,  is  unable  to  be  present,  but  he  sends 
this  telegram : 

Hearty    congratulations   upon    successful    Conference.     Best 
wishes  to  delegates  and  friends. 

Alfred  E.  Holcomb. 

We  have  a  suggestion  from  Dr.  Mueller. 

Mr.  William  Mueller  (Minnesota)  :  Ladies  and  gentlemen,  I 
noticed  by  an  announcement  of  the  president  earlier  this  afternoon, 
that  we  are  changing  the  Thursday  program,  by  moving  Dr. 
Vaughan's  paper  up  to  the  evening  before.  In  other  words,  we 
moved  from  the  ninth  session  into  the  fourth  session.  Now,  that 
leaves  two  papers  for  Thursday  afternoon,  and  if  you  turn  to  your 
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amusement  program  you  will  notice  that  they  schedule  a  big  open- 
ing parade  that  afternoon;  and  I  notice  this  year  that  there  has  been 
no  time  left  for  play,  as  is  usually  the  case.  We  usually  take  an 
afternoon  off.  I  should  like  to  suggest,  in  view  of  the  fact  that  we 
have  cut  that  ninth  session  down  to  two  papers,  that  we  move  it 
ahead  half  an  hour  or  an  hour,  and  then  we  shall  probably  be 
through  in  time  for  the  parade. 

Chairman  Long  :  I  will  take  the  suggestion  of  Mr.  Mueller  and 
you  can  all  consider  it.  There  are  some  other  things  that  might 
happen  in  respect  to  the  program,  and  we  shall  have  it  in  mind. 
I  am  going  to  suggest  to  the  entertainment  committee  of  Oklahoma 
that  they  at  least  find  a  front  seat  for  Mr.  Mueller,  because  I  don't 
want  him  to  miss  this  parade. 

Mr.  William  Mueller  (Minnesota)  :  Thank  you. 

Chairman  Long:  We  are  privileged  this  afternoon  to  hear  some- 
thing about  oil.  There  is  going  to  be  a  good  deal  told  us  in  respect 
to  the  petroleum  industry.  I  suspect  that  if  all  of  the  persons  in 
the  Union  who  gave  it  consideration  would  be  perfectly  honest, 
they  would  say  that  oil  had  actually  been  a  medium  of  smoothing 
the  troubled  financial  waters  of  this  nation  during  the  last  four 
or  five  years. 

I  suspect  we  shall  hear  this  afternoon  that  oil  which  originally,  at 
least  in  the  mind  of  some  people,  was  designed  to  furnish  the 
yardstick  or  the  measure  of  a  tax  which  was  to  be  used  for  the 
purpose  of  laying  out  roads  ad  infinitum,  has  now  been  used  to 
buy  all  kinds  of  things,  from  playgrounds  and  sewer  systems  to  the 
necessary  equipment  for  very  small  children  in  the  kindergarten 
schools  of  our  nation. 

We  are  first  going  to  hear  from  an  attorney  of  Tulsa,  Oklahoma, 
who  has  long  been  interested  in  the  subject  of  oil  taxes,  a  person 
who  is  a  student  of  this  particular  subject.  I  am  therefore  going 
to  simply  give  you  the  title  of  the  subject,  "The  Place  of  Oil  in 
the  Tax  Structure  ",  and  suggest  to  you  that  there  are  going  to  be 
two  speakers  on  this  particular  subject. 

It  was  the  thought  of  your  program  committee  that  there  would 
also  be  a  representative  of  the  Federal  Government,  but  it  was  im- 
possible to  make  the  necessary  connections.  Mr.  Swanson,  whom 
most  of  you  know,  and  who  was  selected  as  the  outstanding  person 
to  speak  for  the  Government,  wrote  that  he  was  unable  to  be  here, 
and  because  of  that,  the  tripod  which  we  had  set  up  to  sustain  this 
particular  structure  is  now  confined — I  say  it  to  those  of  you  who 
are  farmers — to  the  two-legged  stool  with  which  you  are  familiar, 
in  separating  the  cow  from  the  accumulated  milk  at  the  end  of 
the  day. 

Without  any  further  introduction  I  am  going  to  ask  Mr.  Campbell 
Osborn,  of  Tulsa,  to  start  under  this  subject. 
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THE  PLACE  OF  OIL  IN  THE  TAX  STRUCTURE 

CAMPBELL   OSBORN 
Attorney-at-Law,  Oklahoma 

Mr.  Chairman  and  ladies  and  gentlemen ;  it  would  be  a  pleasure 
to  an  attorney  of  Tulsa,  Oklahoma,  to  have  an  opportunity  to  talk 
to  the  members  of  the  National  Tax  Association  upon  any  subject 
relating  to  taxation,  but  when  the  subject  that  I  am  going  to  talk 
upon  is  one,  the  economics  of  which  I  have  been  studying  during 
a  substantial  part  of  my  life,  it  is  more  than  a  pleasure;  it  is  an 
extremely  rare  privilege;  and  when  my  audience  is  the  National 
Tax  Association  it  is  also  an  honor. 

Oil  is  an  extremely  important  commodity.  It  is  a  fit  subject  for 
taxation.  It  is  one,  as  you  know,  of  the  great  natural  resources  of 
the  United  States.  I  am  sure  everyone  here  knows  that  the  oil 
industry  is  one  of  the  three  or  four  leading  industries  in  the  United 
States;  that  the  investment  in  the  crude  oil  branch  of  that  industry 
amounts  to  several  billions  of  dollars;  and  that  the  investment  in 
the  entire  oil  industry  is  comparable  to  the  investment  in  many  of 
the  other  major  industries.  I  am  sure  every  one  here  knows  that 
the  annual  gross  income  of  the  crude  oil  producing  branch  of  the 
industry  is  in  the  neighborhood  of  one  billion  dollars  per  year. 
I  am  sure  that  every  one  here  knows  that  there  are  some  fifteen 
or  sixteen  states  in  this  Union  that  produce  crude  petroleum  in  im- 
portant commercial  quantities.  I  am  sure  that  every  one  here 
knows  that  some  of  these  states  were  at  one  time  leading  producers 
of  crude  petroleum  and  today  are  minor  producers  of  crude  petro- 
leum, and  that  some  of  the  states  that  lead  today — and  I  use  that 
word  "  today  "  in  a  long  range  sense — will  be  minor  oil  producing 
states  tomorrow.  I  am  sure  that  every  one  here  knows  that  the 
reserves  of  unmined  petroleum  in  the  United  States  are  very  large^ 
Personally  I  do  not  believe  that  they  have  been  more  than  scratched, 
as  a  national  resource.  Now,  it  is  obvious,  my  friends,  from  what 
I  have  said,  that  we  have  here  an  important  commodity  for  tax- 
ation, and  we  have  an  important  source  of  wealth  and  value. 

I  want  to  confine  the  scope  of  my  discussion  to  the  taxation  of 
oil.  I  do  not  have  the  time  and  it  is  beyond  the  scope  of  my  dis- 
cussion, to  go  into  the  factors  that  control  the  price  of  crude  oil. 
I  wish  I  could  do  it.  It  is  a  subject  in  which  I  am  tremendously 
interested,  and  I  think  you  would  be  interested  in  it  too,  because 
price  is  the  present  tax  base,  so  far  as  crude  oil  is  concerned.  But 
price  is  a  subject  that  is  more  involved  than  the  taxation  of  crude 
petroleum,  so  we  will  promptly  eliminate  it. 

As  stated,  I  have  studied  the  economics  of  oil  for  many  years. 
About  a  year  ago  I  undertook  the  study  of  taxation  as  applied  to- 
the   oil   industry.     I   had   been   appointed   on   our   governor's   com- 
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mittee  on  revenue  and  taxation,  along  with  your  Dr.  Herbert  D. 
Simpson,  and  on  that  committee  I  had  an  opportunity  to  make  a 
brief  intensive  study  of  oil  taxation.  After  weighing  what  I  knew 
about  the  economics  of  oil  with  what  I  learned  in  the  study  of  oil 
taxation,  I  came  to  the  conclusion  that  crude  oil  production  was 
a  proper  subject  for  taxation,  because  it  was  income  producing. 
I  felt  also,  after  a  study  of  the  general  tax  situation  in  Oklahoma, 
that  possibly  an  undue  burden  was  being  placed  in  this  state  upon 
small  or  non-income  producing  physical  property,  and  I  wanted 
to  satisfy  myself  whether  the  crude  oil  producing  branch  of  the 
oil  industry  was  paying  its  fair  share  of  the  expense  of  government 
in  Oklahoma. 

I  felt  sure  that  the  taxation  of  crude  oil  met  the  first  requirement 
of  sound  taxation,  that  is,  ability  to  pay.  The  oil  producer  has 
something  that  is  income  producing.  I  am  not  saying  that  it  pro- 
duces a  great  deal  of  net  income,  but  it  produces  substantial  gross 
income,  and  therefore  the  oil  man  has  something  with  which  to  pay. 

Now,  I  want  to  tell  you  at  this  juncture  just  what  I  found  from 
my  investigation  of  the  situation  in  Oklahoma,  with  reference  to 
the  comparative  tax  burden  borne  by  crude  oil  producers. 

Oil  production  is  probably  the  principal  industry  in  our  state. 
Since  we  do  not  have  great  manufacturing  industries,  it  seemed  to 
me  that  a  large  share  of  our  revenue  should  come  from  oil  and  gas. 
When  I  began  my  studies,  I  was  doubtful  whether  oil  was  bearing 
its  fair  share  of  the  burden,  and  I  directed  my  efforts  first  to  satisfy- 
ing myself  whether  it  was.  It  occurred  to  me  that  agriculture 
should  also  bear  a  large  share  of  the  burden.  I  think  that  the  rela- 
tive tax  burden  borne  by  oil  and  other  minerals,  and  agriculture  is 
an  important  question  in  Oklahoma  and  probably  in  the  other  oil 
producing  states.  Especially  is  this  true  where  the  state  is  depen- 
dent to  a  large  degree  for  its  wealth,  upon  mineral  and  farm  pro- 
duction. California,  Oklahoma  and  Texas  are  states  wherein  that 
study  is  worthy  of  scientific  approach  by  men  interested  in  taxation. 

I  asked  my  friend,  L.  D.  Melton,  economist  of  the  Oklahoma  Tax 
Commission,  to  give  me  some  figures  on  the  problem,  and  I  have  a 
few  figures  here  that  I  want  to  give  you  that  I  believe  are  im- 
portant in  the  determination  of  this  question. 

Prior  to  1935  the  tax  on  crude  oil  production  in  this  state  was 
3  percent  of  the  gross  market  value  at  the  well.  It  is  5  percent 
now,  as  a  result  of  legislation  during  the  past  winter. 

Under  the  3  percent  gross  production  tax  rate,  this  commodity 
has  yielded  to  the  state  between  three  and  six  millions  of  dollars 
per  year,  the  amount  depending  on  the  price  of  oil  in  the  particular 
year. 

Natural  gas,  during  the  same  period  of  time,  annually  yielded 
the  state  the  munificent  figure  of  about  $180,000.     Oklahoma  is  one 
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of  the  leading  gas-producing  states  in  the  Union.     It  ranks  with 
West  Virginia  and  Texas  and  one  or  two  others. 

I  found  from  the  figures  given  to  me  by  Mr.  Melton — and  they 
are  official  government  figures,  either  federal  or  state,  and  reliable 
— that  during  the  same  period  of  time,  the  farmers  of  Oklahoma 
paid  from  eleven  to  twenty-two  million  dollars  per  year.  This 
comparison  seemed  to  me  to  call  for  some  additional  study.  It  was 
not  conclusive.  So,  I  decided  I  would  compare  the  gross  income 
of  the  farmer  and  the  gross  income  of  the  crude  oil  producer,  and 
I  found  in  doing  this,  that  the  gross  income  of  the  oil  producer 
during  the  five-year  period  studied,  ranged  from  $120,000,000  to 
$279,000,000  per  year;  and  the  gross  income  of  the  farmer  during 
the  same  period  varied  from  $130,000,000  to  $188,000,000  per  year. 

I  am  giving  you  these  figures  without  drawing  any  conclusions 
from  them.  I  want  you  to  draw  your  own  conclusions.  Obviously 
the  gross  income  of  the  oil  producer  is  substantially  in  excess  of 
the  gross  income  of  the  farmer,  but  the  total  tax  paid  by  the  latter 
is  three  times  that  of  the  former.  The  figures  show  that  the  ratio 
between  the  amount  of  tax  paid  and  the  gross  income,  was  5  per- 
cent with  the  oil  producer  and  10  percent  with  the  farmer. 

Little  knowledge  of  oil  production  however  is  required,  to  realize 
that  gross  production  from  the  farm  and  gross  production  from 
the  oil  fields  cannot  be  accurately  compared.  There  is  tremendous 
depletion  in  oil  production.  When  you  take  a  barrel  of  oil  out  of  a 
lease,  there  is  just  one  barrel  less  left  there. 

Some  of  the  oil  men,  in  making  statements  with  reference  to 
taxation  have  claimed  a  depletion  allowance  of  60  percent.  I 
think  that  is  ridiculously  high.  Perhaps  15  per  cent  might  be  a 
fair  figure.  I  believe  that  is  a  figure  the  Federal  Government  has 
allowed  in  some  of  its  recent  studies  of  the  cost  of  producing  oil. 
The  amount  allowed  in  income  tax  returns  from  oil  companies  is 
very  substantially  below  60  percent. 

The  oil  men  have  said  that  the  farmer  does  not  suffer  deprecia- 
tion. He  does  suffer  some  depreciation.  In  our  part  of  the  coun- 
try we  do  not  use  fertilizer.  The  soil  is  still  virgin  and  it  is  not 
necessary  now  to  replace  the  nourishment  taken  out.  But  some  day 
it  will  be  necessary.  The  soil  is  being  depleted  by  repeated  crop- 
ping, and  there  is  a  great  deal  of  erosion  in  this  state.  So,  all  must 
admit  that  there  is  depreciation  in  farming,  although  not  nearly  as 
much  as  there  is  in  oil  production. 

Then,  too,  the  oil  men  say  that  their  business  is  hazardous. 
It  is  hazardous.  The  search  for  oil  is  about  the  most  speculative 
thing  in  the  world.  You  never  know  what  you  are  going  to  get, 
until  the  well  is  completed.  Geologists  are  helpful,  but  tbeir  in- 
formation is  not  conclusive.  There  is  a  great  deal  of  hazard  in 
it,  more  hazard  than  there  is  in  farming;  but,  there  is  some  hazard 
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in  farming.  I  think  the  oil  men,  in  their  arguments  before  our 
state  taxing  bodies  have  been  unfair  to  the  farmer  in  respect  to 
the  hazards  in  his  business.  Personally  I  am  trying  to  take  a  fair 
position  between  the  two  principal  industries  of  this  state. 

Now  the  oil  men  have  material  on  leases  that  they  can  salvage, 
after  the  leases  are  exhausted  and  abandoned.  That  is  something 
which  should  be  taken  into  consideration.  They  talk  a  lot  about 
the  rentals  and  bonuses  that  they  are  paying  the  farmers,  and  they 
do  pay  millions  of  dollars  yearly  to  the  farmers  in  rentals  and 
bonuses.  In  fact  they  have  almost  spoiled  a  good  many  of  our  farm- 
ers in  this  state  by  doing  that.  But  they  are  glad  to  have  an  oppor- 
tunity to  produce  oil  from  the  lands  of  our  farmers.  It  is  one  of  the 
expenses  of  oil  production,  and  I  do  not  think  they  ought  to  cry 
about  it,  when  the  time  comes  to  pay  taxes. 

They  also  talk  a  great  deal  about  the  small  well,  the  well  that 
produces  one  barrel  or  half  a  barrel  a  day.  They  say  that  kind 
of  well  cannot  stand  taxation.  Now  there  are  a  lot  of  small  wells 
in  Oklahoma,  and  unless  the  price  of  oil  is  up,  it  is  impossible  to 
make  money  by  producing  oil  from  them.  On  the  other  hand  you 
might  as  well  make  the  same  argument  for  the  marginal  farmer. 
I  do  not  believe  that  there  is  much  force  to  the  small  well  argu- 
ment that  is  always  brought  up  by  oil  men,  when  the  question  of 
taxation  arises.  I  feel  confident  of  answering  any  arguments  they 
have  to  make  on  that  subject. 

Experience  has  shown,  as  you  people  from  Pennsylvania  know, 
that  you  have  gone  back,  years  after  fields  had  been  abandoned,  and 
in  many  places  you  could  rehabilitate  your  wells  and  get  more  oil 
out  of  them  than  you  did  in  their  early  life.  That  happened  in  the 
Bradford  field  in  Pennsylvania.  It  was  an  ideal  field  for  that  sort 
of  thing.     But  I  see  I  am  getting  away  from  taxation. 

I  object  to  the  manner  in  which  both  the  farmer  and  the  oil 
man  spread  tax  propaganda.  Each  attempts  to  show  that  he  bears 
a  burden  that  he  does  not.  There  has  been  much  said  in  recent 
years  about  the  oil  men  paying  total  taxes  annually  in  excess  of  one 
dollar  per  barrel,  which  is  more  than  the  average  price  of  crude 
oil.  This  is  misleading.  More  than  half  of  the  tax  referred  to 
is  a  sales  tax  on  gasoline  paid  by  the  consumer. 

A  living  is  something  the  farmer  gets  out  of  his  farm  that  should 
be  taken  into  consideration  in  this  tax  equalization  study.  He  has  a 
home  and  a  roof  over  his  head,  and  food,  and  these  things  should 
be  weighed,  in  connection  with  his  share  of  the  tax  burden. 

I  object  to  the  argument  the  farmer  advances,  that  the  oil  man 
is  depleting  a  great  national  resource,  the  heritage  of  the  people. 
He  is  taking  it  out  of  the  ground,  but  he  is  making  a  commodity 
out  of  it  that  we  all  need,  and  it  has  cost  him  money  to  do  that. 
These  wells  that  you  see  around  Oklahoma  City  cost  $100,000  or 
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more  to  put  down,  each  of  them,  and  fully  equip  with  pumping 
facilities.  The  oil  man  is  using  up  our  natural  resources  but  he 
is  spending  his  money  in  doing  it  and  trying  to  make  a  legitimate 
profit  out  of  his  work. 

You  can  readily  see,  from  what  I  have  said,  the  difficulties  of 
comparing  the  gross  income  of  the  farmer  and  the  oil  man.  I 
wish  we  could  compare  the  net  income.  But  you  cannot  get  at  the 
net  income  of  the  oil  man,  because  you  cannot  accurately  calculate 
his  depletion.  It  just  cannot  be  done;  nor  can  the  farmer  calculate 
his  net  income.  So,  we  are  trying  to  make  a  comparison  that  is 
extremely  difficult.  It  is  a  challenge  to  students  of  taxation,  to 
try  to  solve  this  problem  of  comparing  the  net  income  of  the  oil 
men  in  this  state  and  in  the  other  oil  producing  states,  with  the  net 
income  of  the  farmers. 

Another  method  has  been  proposed  by  the  oil  man  to  show  that 
under  our  3  per  cent  gross  production  tax  rate,  he  paid  the  same 
proportion  of  the  burden  of  taxation  in  this  state  as  the  farmer. 
Now  I  have  assembled  some  figures  here,  given  to  me  by  Mr.  Melton, 
of  the  research  department  of  the  Oklahoma  Tax  Commission,  on 
the  valuation  of  our  farm  lands  in  Oklahoma.  According  to  his 
figures  the  assessed  value  is  in  the  neighborhood  of  four  hundred 
to  six  hundred  millions  of  dollars.  I  have  shown  that  the  tax  paid 
in  recent  years  by  the  crude  oil  producers  is  one-fourth  of  the 
amount  paid  by  the  farmers.  If  the  farms  are  worth  four  hundred 
to  six  hundred  millions  of  dollars,  and  the  oil  man  is  paying  his 
share  of  the  taxes,  then  it  logically  follows  that  the  oil  properties 
are  worth  only  one-quarter  of  what  the  farms  are  worth.  This 
leads  to  the  conclusion  that  the  oil  producing  properties  of  Okla- 
homa are  worth  about  $100,000,000  to  $150,000,000.  I  have  sat 
and  listened  to  oil  men  compare  oil  and  farm  valuations  for  hours, 
but  I  do  not  think  they  are  sound.  I  know  that  the  people  who 
own  the  field  at  Oklahoma  City  would  not  sell  one-half  of  it  for 
$150,000,000.  I  know  that  the  bonuses,  rentals,  and  royalties  from 
the  Burbank  field  in  Osage  County  alone,  yielded  more  than  twice 
that  much  money  to  the  Indian  wards  of  the  Government.  Those 
are  exceptional  cases,  you  understand,  but  they  illustrate  the  prin- 
ciple that  the  oil  men's  tax  valuation  figures  are  too  low. 

Now,  some  way  must  be  worked  out  in  this  state  to  equitably 
distribute  the  burden  of  taxation  between  the  farmer  and  the  oil 
producer.  I  don't  know  what  it  should  be.  The  problem  is  the 
same  in  many  other  states.  It  is  a  challenge  to  the  tax  men.  In 
my  opinion,  too  much  attention  cannot  be  given  to  the  tax  base. 

Mr.  Chairman,  how  much  more  time  have  I  ? 

Chairman  Long:  Inasmuch  as  the  speaker  has  very  kindly  called 
attention  to  it,  I  will  now  ask  for  consent  for  him  to  continue. 
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Mr.  Virgil  H.  Gibes  (Ohio)  :  So  moved. 

(Motion   duly  seconded.) 

(Ayes  and  noes.)      (Several  loud  noes.) 

Mr.  Osborn  :  There  must  be  some  oil  men  here. 

Chairman  Long  :  I  didn't  hear  any  noes.  Go  right  ahead.  I 
was  just  on  the  point  of  saying  that  oil  is  not  without  its  troubles, 
in  connection  with  your  suggestion  that  other  states  may  find  the 
oil  question  to  be  important.  As  to  Massachusetts  I  was  going  to 
say  the  most  important  oil  question  was  cod  liver  oil. 

Mr.  Campbell  Osborn  (continuing)  :  I  appreciate  the  extension 
of  time.  I  shall  probably  require  five  or  ten  minutes  more  to 
complete  my  discussion. 

I  once  heard  a  member  of  a  tax  commission  say  that  the  three 
abominable  words  of  the  dictionary  are  "  research,"  "  cooperation  " 
and  "  coordination."  I  think  perhaps  he  said  that,  because  he  was 
thinking  about  the  man  who  looks  up  a  word  in  the  dictionary  and 
calls  that  research.  I  do  not  believe  he  was  thinking  about  the 
kind  of  studies  that  are  necessary  to  intelligently  arrive  at  what 
a  tax  base  should  be  and  to  frame  legislation  accordingly,  or  he 
would  not  have  said  that,  because  you  must  have  a  sound  tax  base,  a 
rate,  and  a  method  of  collection,  as  well  as  the  administrative 
machinery  to  collect  the  tax.  I  think  that  these  three  words,  par- 
ticularly "  research  "  and  "  coordination,"  are  mighty  important  in 
tax  studies,  and  I  cannot  suggest  anything  that  seems  to  me  more 
important  at  this  time,  than  to  see  the  taxing  officials  of  oil  pro- 
ducing states  attempt  to  coordinate  their  systems  of  taxation. 

I  remember  during  a  recent  discussion  here  in  our  legislature 
that  the  then  proposed  increase  in  the  gross  crude  oil  tax  was 
objected  to,  because  Texas  was  not  going  to  increase  hers,  and  we 
had  to  compete  with  Texas  oil,  which  was  true.  I  think  that  is  a 
problem  for  you,  and  men  like  you,  to  solve,  just  as  it  is  to  be  hoped 
that  some  progress  may  be  made  with  the  oil  states  compact,  in 
solving  the  problem  of  over-production. 

In  studying  the  kinds  of  oil  taxes  paid  in  the  oil  producing 
states,  I  arrived  at  the  conclusion  that  there  was  no  rhyme  or 
reason  about  the  relative  rates  charged  and  collected.  I  have 
some  figures  here  based  on  the  work  of  a  member  of  the  tax  com- 
mission of  an  oil  producing  state.  I  know  these  figures  are  reliable, 
though  they  may  be  a  few  years  old.  If  you  take  Oklahoma's  crude 
oil  tax  in  1934  as  a  base,  at  100,  you  will  find  that  Arkansas  would 
be  237.  In  other  words,  their  tax  was  more  than  twice  as  high 
as  ours.  Texas  would  be  139,  Montana  160,  Louisana  305.  Kansas 
was  lower  than  ours.  California  was  higher.  There  is  no  reason 
for  that  variation,  and  it  seems  to  me  that  some  sort  of  coordin- 
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ation  ought  to  be  worked  out  between  the  oil  producing  states.  I 
do  not  think  it  is  reasonable  to  expect  that  differences  in  economic 
advantages,  or  costs,  or  prices,  can  be  absorbed  by  differences  in 
taxation.  That  is  what  the  oil  men  say  should  be  done,  but  it  is 
impossible.  I  think,  however  that  some  progress  might  be  made 
toward  coordination  of  taxation  between  the  oil  producing  states. 

In  studying  our  tax  problem  in  Oklahoma  I  came  to  the  con- 
clusion that  the  gross  production  tax  was  not  as  satisfactory  for 
the  state  as  a  severance  tax.  The  reason  is  that  the  price  of  oil 
fluctuates  over  too  wide  a  range.  I  have  seen  oil  in  this  state  sell 
for  $3.50  per  barrel,  and  I  have  seen  it  sell  for  30  cents  per  barrel. 
I  have  seen  it  sell  for  15  cents  a  barrel  and  for  10  cents  per  barrel 
in  east  Texas,  and  we  have  to  compete  with  that  oil.  Sometimes 
a  change  of  50  per  cent  occurs  in  six  months.  In  a  state  where 
oil  is  important,  we  cannot  absorb  such  a  variation  in  the  tax  base 
and  provide  the  revenue  for  government.  Therefore  I  think  the 
severance  tax  principle  should  be  applied,  and  the  rate  fixed  at  a 
given  figure,  in  cents  per  barrel,  regardless  of  the  price  of  oil. 

According  to  my  studies,  the  trend  of  mineral  taxation  is  notice- 
ably in  the  direction  of  the  severance  principle.  There  also  seems 
to  be  a  tendency  to  increase  mineral  taxation. 

In  Minnesota,  I  notice  that  iron  ore  is  taxed  at  23  percent.  It 
is  not  a  severance  tax,  as  I  understand  it.  but  is  a  tax  based  on 
value.  In  Colorado,  coal  is  taxed,  according  to  the  information 
I  have,  at  10  cents  per  ton;  and  in  Michigan  timber  is  taxed  at  10 
per  cent  of  the  stumpage  value.  According  to  the  last  information 
I  have,  New  Mexico  has  a  severance  tax  on  oil,  of  from  two  to  four 
cents  per  barrel,  and  Louisiana  recently  had  a  severance  tax  on  oil, 
of  from  four  to  eleven  cents  per  barrel,  with  an  average  of  ten  cents 
for  pipe  line  oil. 

Now  I  think  also,  that  gas  taxation  needs  some  attention,  per- 
haps more  than  oil,  in  some  of  the  states,  and  particularly  in  ours. 
I  cannot  see  any  reason  why  we,  a  state  ranking  second  or  third 
in  gas  production  in  the  United  States,  should  receive  practically 
no  revenue  from  the  taxation  of  gas.  The  gas  is  paid  for  to  the 
producer  at  a  cent  and  a  half  a  thousand  cubic  feet,  or  may  be  two 
or  three  cents,  when  times  are  good,  and  much  of  it  is  used  in  the 
manufacture  of  gasoline.  The  volatile  products  are  taken  out  of 
it,  and  a  great  deal  of  it  is  allowed  to  go  up  in  the  air  and  is  wasted. 
Some  of  our  gas  is  sold  to  industries  and  domestic  consumers.  The 
industries  pay  five  or  ten  cents,  sometimes  fifteen  or  eighteen,  per 
thousand  cubic  feet,  and  the  domestic  consumer  pays  perhaps 
forty-five,  in  this  state.  I  know  that  in  some  of  the  other  states, 
that  you  are  doubtless  familiar  with,  the  domestic  prices  are  fifty 
or  sixty  cents  for  natural  gas.  Natural  gas  is  a  far  superior  fuel 
to  artificial  gas.     It  probably  has  twice  the  heating  value.     It  does 
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not  seem  to  me  that  there  is  any  good  reason  for  the  great  spread 
in  price  between  the  producer  and  the  consumer,  without  the  state 
realizing  some  taxable  value.  I  am  told  that  West  Virginia  fixes 
a  minimum  price  on  their  gas,  and  that  they  use  that  as  a  tax  base. 

One  more  point  or  two  and  I  am  through.  I  think  that  we  should 
do  something  in  this  state  to  encourage  industrial  farming  and  con- 
servative industry.  It  is  all  right  to  encourage  speculation,  but  we 
ought  not  to  impose  too  heavy  a  tax  burden  upon  conservative  in- 
dustry and  too  light  a  burden  on  speculation.  Perhaps  that  may 
have  been  the  case  in  Oklahoma,  during  the  past  and  may  be  the 
reason  for  some  of  our  troubles. 

There  is  dire  need  for  the  study  of  taxation  in  this  state.  I  am 
in  doubt  personally  about  whether  the  burden  is  fairly  equalized 
between  the  farmer  and  the  oil  producer.  I  do  not  know  which 
bears  too  much.     It  is  worthy  of  study  by  our  taxing  officials. 

There  is  a  great  deal  of  social  significance  to  oil.  Once  pro- 
duced, it  is  gone  forever.  Millions  of  years  have  been  required 
for  it  to  form  in  the  ground.  In  some  of  the  older  states,  where 
the  reserves  have  been  largely  exhausted,  I  dare  say,  there  has  been 
built  up  a  fund  from  taxation  during  the  flush  productive  period. 
It  seems  to  me  that  in  Oklahoma  and  in  some  of  the  other  states 
this  could  yet  be  done. 

I  think  also  that  the  oil  producing  states  have  given  the  nation 
a  joy  ride  at  their  expense.  I  know  that  the  production  of  crude 
oil  as  a  whole  has  not  been  financially  profitable.  It  is  too  hazard- 
ous. Due  to  certain  conditions  beyond  the  scope  of  my  discussion, 
the  price  has  been  kept  too  low,  and  the  result  is  that  America  has 
bought  her  gasoline  made  from  crude  oil  that  has  been  brought  to 
the  surface  at  ruinous  costs.  Whether  or  not  taxes  are  increased 
on  crude  oil  production,  I  hope  that  some  way  will  be  worked  out 
between  the  oil  producing  states,  whereby  America  will  be  forced 
to  pay  them  back,  for  some  of  the  joy  riding  it  has  had  at  their 
expense. 

Mr.  Chairman  and  ladies  and  gentlemen,  I  am  very  thankful  for 
your  courteous  attention. 

Chairman  Long  :  We  are  very  grateful  to  you  for  a  splendid 
address,  and  also  for  your  willingness  to  cut  your  remarks  a  little 
bit  short,  I  wish  to  express  personally  a  vote  of  thanks  for  the 
satisfaction  we  have  had  out  of  these  joy-rides  that  you  call  our 
attention  to.  Unfortunately  the  people  in  my  part  of  the  country, 
for  years,  learning  that  Oklahoma  had  no  state  taxes,  and  that  a 
lot  of  things,  like  Oklahoma  City,  were  paid  for  out  of  oil,  were 
thinking  that  the  oil  production  was  joy-riding  at  the  expense  of 
Massachusetts  and  elsewhere. 

We  are  now  going  to  have  the  privilege  of  hearing  from  a  pro- 
ducer.    I  don't  want  to  make  him  blush,  but  I  suspect  that  we  are 
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to  hear  from  a  man  who  represents  not  only  a  leading  industry  of 
the  nation,  but  also  one  who  represents,  and  very  intelligently,  a 
part  of  that  industry  which  has  been  successful  in  some  respects 
if  not  in  all,  during  the  period  of  depression.  He  tells  me  that 
he  has  been  in  the  industry  a  good  many  years,  but  his  looks  belie 
the  number  of  years  he  says  he  has  been  engaged  in  the  business. 
He  is  Mr.  Frank  Phillips,  representing  the  Phillips  Petroleum  Com- 
pany. I  take  a  great  deal  of  pleasure  in  presenting  to  you  Mr. 
Frank  Phillips,  a  very  excellent  gentleman,  and  a  person  who,  to 
use  the  language  of  the  street,  knows  his  stuff. 

THE  PLACE  OF  OIL  IN  THE  TAX  STRUCTURE 

FRANK    PHILLIPS 
Phillips  Petroleum  Company,  Oklahoma 

Mr.  Chairman — Gentlemen  : 

I  am  indebted  to  the  chairman  for  his  generous  introductory  re- 
marks, and  to  this  organization  for  the  opportunity  afforded  me  of 
expressing  myself  upon  a  subject  which  will  doubtless  demand  more 
and  more  of  our  thoughtful  consideration.  Since  I  happen  to  be  an 
officer  of  one  of  the  several  companies  actively  engaged  in  producing, 
refining,  and  marketing  oil  and  gas,  it  is  natural  that  I  should  find 
in  the  subject  assigned  to  me  "  The  Place  of  Oil  in  the  Tax  Struc- 
ture "  a  somewhat  personal  interest. 

However,  I  should  like  it  understood,  please,  that  neither  directly 
nor  indirectly,  am  I  speaking  here  today  as  an  official  representative 
of  the  oil  and  gas  industry,  but  instead,  the  observations  which  I 
propose  to  make  reflect  merely  my  individual  judgment. 

Multiplicity  of  Tax  Burdens  Upon  the  Oil  Industry 

It  is  doubtful  if  in  the  field  of  business  there  is  any  division  which 
is  subjected  to  such  hazards  of  investment  as  attend  operations  in 
the  oil  and  gas  industry.  It  is  true  that  where  there  has  been 
sound  judgment  in  the  selection  of  a  field  of  operation,  a  substantial 
reward  is  frequently  gained,  but  for  some  reason,  these  more  or  less 
exceptional  results  are  permitted  to  entirely  overshadow,  in  the  eyes 
of  the  average  legislator,  the  undeniable  fact  that  where  there  is  one 
profitable  investment,  there  are  numerous  failures. 

I  am  not  here  suggesting  that  merely  because  of  the  exceptional 
hazards  encountered  in  the  industry,  it  should  for  that  reason  be 
subsidized  or  even  rewarded,  but  I  do  say  that  it  is  manifestly  unfair 
to  measure  the  policy  and  extent  of  taxation  of  the  industry  as  a 
whole,  by  a  comparatively  few  outstanding  examples  of  extraordinary 
returns  of  profits.  Is  it  fair  that  the  individual  or  corporation 
receiving  no  greater  return  or  profit  on  an  investment  than  is  cus- 
tomary in  other  fields  of  endeavor  should  be  penalized,  merely  be- 
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cause  there  have  been  instances  of  exceptional  profits  derived  by 
others. 

Viewing  the  oil  and  gas  industry  as  a  whole  it  is  surprising  to 
note,  according  to  figures  compiled  by  the  American  Petroleum  In- 
dustries Committee,  that  although  during  the  fourteen  year  period 
from  1921  to  1934  inclusive,  its  estimated  total  earnings  aggregated 
only  $2,462,039,974,  taxes  levied  upon  its  operations  and  products 
totaled  $6,903,265,432.  For  the  year  1934  the  committee  estimated 
the  total  tax  bill  at  $1,036,149,575,  as  compared  with  net  earnings  of 
only  $264,000,000,  those  net  earnings  representing  only  2.20%  on  a 
$12,000,000,000  investment.  Stating  it  in  another  way,  the  average 
earnings  of  oil  companies  amounted  to  $1.02  per  share,  while  the 
taxes  extracted  amounted  to  $5.32  per  share.  In  only  four  of  the 
fourteen  years  were  the  industry's  earnings  as  large  as  the  total 
tax  bill,  while  since  1929,  earnings  have  never  been  as  large  as 
either  gasoline  taxes  or  income  taxes. 

Your  attention  is  invited  to  the  extraordinary  burdensome  imposi- 
tions collected  by  the  Federal  Government  from  the  oil  industry 
alone,  including  the  producer's  tax  on  crude  oil,  the  refiners  or  pro- 
cessing tax,  the  excise  tax  on  pipeline  transportation,  and  the  indirect 
excise  sales  taxes  on  gasoline  and  lubricating  oil,  all  of  these  being 
supplementary  to  the  regular  federal  exactions  for  capital  stock, 
corporate  income,  excess  profits,  and  the  miscellaneous  stock  and 
bond  issue  and  transfer  taxes  collected  from  industrial  corporations 
generally.  With  respect  to  gasoline,  principal  product  of  the  oil 
industry,  it  is  somewhat  startling  to  note  that  the  excise  taxes  im- 
posed upon  its  sale  aggregate,  in  numerous  states,  an  amount  far 
in  excess  of  its  sales  price  at  the  refinery. 

Under  appropriate  circumstances  the  corporation,  joint  adven- 
turer, individual  or  partnership,  producing,  refining  or  marketing 
oil  and  gas  in  several  states,  may  be  subjected  by  those  common- 
wealths and  their  political  subdivisions  to  some  100  separate  and 
distinct  forms  of  tax  burdens.  There  are  in  the  United  States  about 
175,000  individual  taxing  units  which  are  authorized,  under  the 
respective  state  constitutions  and  legislative  enactments,  to  exact 
from  those  owning  property  or  doing  business  within  their  respective 
jurisdictions  some  kind  of  involuntary  contribution  to  activities  re- 
garded as  more  or  less  essential  to  governmental  administration. 
And  even  within  the  State  of  Oklahoma  alone,  I  find  that  there  are 
6,510  counties,  townships,  municipalities,  and  school  districts  auth- 
orized to  levy  tax  burdens  of  some  character.  I  submit  that  with 
this  delirium  of  factors  and  circumstances  confronting  me,  I  may  be 
pardoned  for  not  attempting  to  submit  detailed  figures  of  taxing  bur- 
dens, but  instead,  should  be  permitted  to  discuss  in  more  or  less 
general  terms,  the  problems  of  taxation  which  confront  not  only  the 
oil  industry  but  every  other  industrial  and  business  enterprise. 
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Problems  of  Taxation  Transcend  Partisan  Politics 

Never  having  interested  myself  to  any  considerable  extent  in  poli- 
tics as  such,  and  having  always  avoided  political  alignments  which 
would  prevent  my  support  of  any  political  leader  or  party  which  I 
believed  at  the  time  merited  my  endorsement,  it  is  easy  for  me  to 
suggest,  and  I  submit  that  I  am  right,  when  I  observe,  that  never  in 
the  history  of  this  country  has  it  been  so  imperative  as  now  that  we 
rise  above  narrow  political  criticism.  I  maintain  that  if  the  present 
administrations,  both  state  and  national,  are  sound  in  their  announced 
programs,  then  we  should  support  them,  whether  we  are  Republicans, 
Democrats,  or  Socialists,  and  that  if  the  administrations'  general 
plans  of  procedure  are  regarded  by  us  as  dangerous  or  unwise,  then 
we  should  oppose  them,  regardless  of  our  political  affiliations. 

It  is  true  that  one  experiences  a  feeling  of  alarm,  when  it  is  recalled 
that  the  present  administration  has  made  or  proposes  to  make,  during 
the  four  fiscal  years,  1934  to  1937  inclusive,  expenditures  far  in 
excess  of  the  aggregate  $24,521,845,000  disbursements  approved  by 
all  presidents  from  Washington  to  Wilson,  and  covering  the  125 
years  period  from  1798  to  1913  inclusive. 

Nevertheless,  if  through  the  medium  of  taxation,  or  by  the  route 
of  direct  confiscation,  and  by  whatever  term  designated,  whether 
share-the-wealth,  soak-the-rich,  destroy-the-financially-powerful,  or 
other  slogan,  we  are  of  the  opinion  that  a  redistribution  of  wealth  is 
possible,  practical  and  fair  to  all  concerned,  then  we  should,  in  both 
public  and  private  utterance,  and  actions,  seek  to  effect  a  distinte- 
gration  of  the  wealth  which  it  is  alleged  has  been  unfairly  concen- 
trated in  the  hands  of  a  few;  and  I  say  this,  notwithstanding  my 
conviction  that  among  the  redistributionists  there  are  many,  many 
leaders  who,  utterly  indifferent  to  the  tragic  consequences  which 
they  should  know  very  well  would  attend  the  consummation  of  their 
particular  proposals,  seek,  through  a  sentimental  appeal  to  the 
passions  of  the  unthinking,  to  glorify  and  eulogize  themselves  before 
the  voters  of  this  country. 

Redistribution  of  Corpus  of  Wealth  Through  Taxation 
or  Confiscation 

First,  it  has  been  argued  that  since  there  is  in  this  country  a  total 
aggregate  wealth  of  $300,000,000,000  or  some  such  figure,  and  since 
there  are  in  this  country  some  120,000,000  persons,  the  most  prac- 
tical and  appealing  disposition  of  our  economic  dilemma  and  illness 
is  to  simply  divide  this  $300,000,000,000,  giving  to  each  man,  woman, 
and  child  an  approximate  wealth  of  $2500  or  about  that  figure. 

Adopting  the  figures  of  the  divisonists,  and  allowing  to  each  fam- 
ily of  four  the  $10,000  aggregate  wealth,  diminished  by  the  mis- 
cellaneous items  to  which  the  plan  would  entitle  them,  it  is  apparent 
that  no  residence  could  exceed  in  value  the  sum  of  $2500  or  $3000. 
Not  only  does  the  plan  provide  that  each  family  is  to  have  a  home 
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for  its  own  use,  but  manifestly  it  would  be  impractical  to  have  more 
than  one  family  in  each  residence.  What  then  would  become  of  the 
thousands  of  residences  already  existing,  which  have  a  value  in 
excess  of  $2500?  That  the  occupants  of  a  tenement  shack  should 
be  provided  with  a  decent  place  to  live  is  one  thing,  but  that  the 
present  wealth  of  this  country,  as  reflected  in  the  thousands  of 
beautiful  homes  already  existing,  should  be  divided  or  destroyed 
is  quite  another. 

Again,  unless  we  are  to  adopt  the  communistic  system,  under 
which  title  to  all  property  is  vested  in  the  state,  in  just  what  manner 
are  we  to  divide  our  street  railways,  telegraph  and  telephone  systems, 
railroads,  sleeping,  refrigerator  and  freight  cars,  oil  and  gas  pipe- 
lines, the  ships  and  ferries  which  ply  upon  our  Great  Lakes  or  navig- 
able streams,  the  docks  which  line  our  water  fronts,  office  buildings, 
water-works,  factory  buildings,  airplanes,  airports,  bus  lines,  term- 
inals, and  the  multitude  of  things  which  constitute  an  integral  and 
necessary  part  of  our  modern  civilization. 

Finally,  in  just  what  manner  is  there  to  be  divided  the  physical 
assets  of  any  large  corporation,  for  example,  one  engaged  in  the 
production,  refining  and  marketing  of  oil  and  gas,  and  having  phys- 
ical assets,  let  us  assume,  of  $250,000,000.  Assigning  to  each  indi- 
vidual the  total  sum  estimated  by  the  redistributionists,  namely  $2500, 
it  necessarily  follows  that  the  physical  assets  ownership  would  be 
divided  among  100,000  persons,  including  men,  women  and  chil- 
dren. Unless  there  was  perfected  some  sort  of  organization  which 
would  correspond  to  the  corporate  structure  now  controlling  these 
assets — and  the  share-the-wealth  group  insist  that  large  organi- 
zations of  this  kind  are  inherently  objectionable  and  must  be  taxed 
out  of  existence  or  in  some  manner  destroyed — it  is  obvious  that 
a  division  of  the  assets  would  have  to  be  made. 

But  who  is  to  receive  a  well-drilling  rig,  who  is  to  own  one  of 
the  numerous  service  stations,  and  what  individuals  are  to  own  the 
natural  gasoline  plant,  or  the  refinery  costing  $1,000,000  or  more. 
Manifestly,  and  even  though  no  provision  was  made  for  the  owner's 
residence,  not  less  than  400  persons  could  own  the  refinery,  and 
they  would  then  have  centralized  all  of  their  capital  in  one  invest- 
ment, with  no  income  provided  for,  with  which  to  supply  themselves 
with  the  necessaries  of  life  during  depression  years.  Unanswerable 
objections  could  be  multiplied,  which  would  indicate  the  absurdity 
of  division  of  physical  assets,  or  disintegration  of  the  ownership 
among  the  people  as  a  whole,  but  the  foregoing  are  sufficient  answers 
to  the  wildly  conceived  plans  of  the  divisionist  group. 

Redistribution  of  National  Income  Through  Taxation 
or  Confiscation 

Running  through  the  majority  of  the  remedies  proposed  as  a  cure 
for  the  depression   is  a  disregard  of  the  circumstance,  so  obvious 
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that  it  seems  to  have  been  entirely  overlooked,  that  property  is  valu- 
able to  the  human  race,  only  to  the  extent  that  such  property  may 
itself  be  consumed,  or  that  it  may  be  used  to  produce  the  services, 
necessities,  comforts,  and  pleasurable  conveniences  required  to  sup- 
port human  life  or  make  it  more  attractive.  Land,  as  an  example, 
except  as  to  certain  tracts  which  because  of  their  picturesqueness 
may  possess  certain  aesthetic  attractiveness,  is  utterly  valueless, 
except  for  what  it  may  produce,  or  as  a  basis  for  human  habitation. 
It  is  the  field  of  grain  which  may  be  cultivated  and  harvested,  the 
minerals  which  may  be  extracted  from  beneath  the  surface,  the  pas- 
turage afforded  to  the  owner's  domestic  animals,  the  fish  which  may 
be  taken  from  its  streams,  which  make  land  a  part  of  the  real  wealth 
of  this  country.  A  tree  without  the  right  to  its  fruit,  a  factory 
without  the  control  of  its  manufactured  products,  would  be  valueless 
and  clearly  would  not  be  regarded  by  man  as  a  part  of  the  wealth  of 
this  country. 

However,  there  are  among  civilized  nations  other  forms  of  prop- 
erty, and  rights  with  respect  to  property,  which,  although  repre- 
senting no  part  of  the  world's  actual  wealth,  are  nevertheless  fre- 
quently included  in  the  estimates  of  the  total  wealth.  Gold,  as  an 
example,  is  highly  prized,  and  yet  its  classification  as  not  being 
actual  wealth  is  apparent,  when  we  consider  that  the  inhabitants  of 
a  desert  island,  though  the  owners  of  a  mountain  of  gold,  would  die 
of  starvation  or  perish  from  exposure,  if  they  did  not  possess  actual 
wealth  in  the  shape  of  food,  clothing,  and  shelter. 

As  measured  by  their  contribution  to  actual  wealth,  United  States 
bonds,  shares  of  stock,  federal  reserve  or  national  bank  notes,  and  a 
multitude  of  other  forms  of  intangible  property,  are  zero  quantities, 
but  they  are  prized  as  to  ownership,  because  ordinarily  they  are 
themselves  exchangeable  for  wealth,  or  entitle  one  to  receive  some- 
thing which  in  turn  is  exchangeable  for  wealth.  With  the  general 
classifications  just  stated  in  mind,  and  as  grouped  in  the  concept  of 
the  average  man,  wealth,  including  the  actual  as  well  as  the  mediums 
exchangeable  for  it,  may  be  defined  about  as  follows : 

First.       Already   existing   things   which   in   themselves   may 

serve    as    food,    clothing,    shelter,    conveniences    or 

luxuries. 
Second.  Instrumentalities,  such  as  machinery,  factories,  land, 

etc.,  capable  of  producing  these  things,  and 
Third.     Mediums,    such    as    labor,    services,    stocks,    bonds, 

credits  or  money,  which  in  themselves  are  not  wealth 

but  are  exchangeable  for  it. 

It  was  these  classifications  which  the  Brookings  Institution,  an 
admittedly  non-political  organization,  seeking  solely  for  the  solution 
of  human  economic  and  social  ills,  had  in  mind  and  upon  which  it 
commented  in  its  present  publications  covering  America's  capacity 
to  produce  and  to  consume. 
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Redistribution  of  Wealth  Through  Taxation  or  Confiscation 
of  Wages  and  Salaries 

Considering  first  the  redistribution  of  wealth,  through  changes  in 
the  taxation  of  wages  and  salaries,  one  wonders  in  just  what  manner 
those  sponsoring  the  new  social  order  propose  to  regulate  the  in- 
come of  labor.  Is  there  a  man  in  this  room,  is  there  an  intelligent 
and  conscientious  day-laborer  who  would  seriously  suggest  that 
every  adult  person,  ranging  in  native  ability  from  the  defective  to 
the  keenest  intellect,  should  receive  an  identical  wage  ?  Would  it 
be  a  healthy  condition,  would  it  be  a  fair  relationship,  if  under  the 
arbitrary  decision  of  the  divisionists,  each  individual  should  be  en- 
titled to  the  same  reward?  Would  it  be  equitable,  if  there  should  be 
denied  to  the  individual  willing  to  work  more  diligently  than  his 
fellows,  some  recognition  of  his  ambition  and  his  industry  ? 

Finally,  if  some  reward  is  to  be  given  him,  who  is  to  apportion 
it ;  is  his  classification  to  be  determined  by  a  political  bureau  at 
Washington,  or  is  he  to  be  permitted  in  fair  and  open  competition 
to  seek  the  recognition  of  his  superior  ability  and  industry  ? 

I  am  not  here  denying  that  there  are  thousands  of  men  who,  under 
the  competitive  system  which  has  prevailed,  have  failed  to  receive 
compensation  commensurate  with  their  merit.  On  the  contrary,  I 
am  fully  aware  that  the  last  five  years  particularly  have  been  filled 
with  the  tragedies  of  men  who  have  been  grossly  underpaid  or 
utterly  unable  to  find  employment,  but  the  thought  I  am  attempting 
to  convey  is  that  the  social  scheme  of  uniformity  in  wages  among 
every  class  of  our  citizens  is  basically  and  dangerously  unsound. 

Redistribution  of  Wealth  Through  Taxation  or  Confiscation 
of  Incomes  and  Inheritances 

Entirely  accurate  statistics  as  to  distribution  of  income  seem  to 
be  lacking,  but  some  suggestion  as  to  distribution  may  be  gathered 
from  the  figures  submitted  by  Mr.  Robert  H.  Jackson,  Assistant 
General  Counsel  of  the  federal  Bureau  of  Internal  Revenue,  in  his 
recent  appearance  before  the  Senate  Finance  Committee,  during  its 
consideration  of  the  1935  Federal  Revenue  Act,  recently  enacted. 
Mr.  Jackson  stated  that  for  the  year  1933,  8,072  persons,  having 
net  incomes  of  $50,000  or  over,  filed  income  tax  returns,  and  assum- 
ing that  these  had  a  gradual  or  average  spread,  the  total  net  income 
for  that  year  would  be  about  $1,000,000,000.  If  it  be  further  assumed 
that  for  1935  these  net  incomes  have  increased  25%,  the  aggregate 
would  be  raised  to  $1,250,000,000. 

Mr.  Jackson  further  stated  that  for  the  year  1933,  property  pass- 
ing at  death  under  all  taxable  inheritances  of  $1,000  or  over  would 
total  some  $2,428,410,000.  Now  it  is  startling  to  note  that  if  the 
aggregate  net  income  of  all  those  receiving  in  excess  of  $50,000, 
namely  $1,250,000,000,  were  taxed  100%,  that  is,  entirely  confis- 
cated ;  and  if  there  should  also  be  turned  into  the  United  States 
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Treasury  the  entire  corpus  or  value  of  all  property  passing  by  in- 
heritance during  the  present  fiscal  year  ending  June  30,  1936,  namely 
$2,428,410,000,  the  total  of  $3,678,410,000  would  fall  short,  by  some 
$210,000,000,  of  meeting  the  expected  deficit  of  $3,892,000,000,  as 
estimated  in  an  article  appearing  in  Collier's  Magazine  of  September 
7,  1935.  Furthermore,  this  $210,000,000  balance  would  necessarily 
be  increased  by  the  very  considerable  sum  already  proposed  to  be 
taxed  on  these  incomes,  and  which  of  course  has  been  taken  into 
consideration  in  arriving  at  the  estimated  deficits. 

Furthermore — and  this  circumstance  seems  to  have  been  frequently 
disregarded — although  in  1929  the  incomes  of  those  receiving  $5,000 
or  over  aggregated  $17,000,000,000,  that  same  group  in  1933  re- 
ceived in  the  aggregate  only  $4,219,000,000,  which,  if  divided  among 
the  120,000,000  inhabitants  of  this  country,  would  equal  only  $35 
per  person.  That  is,  although  the  Government  during  the  present 
fiscal  year  should  confiscate  in  its  entirety  the  entire  income  of 
every  citizen  receiving  $5,000  or  over,  there  would  still  be  a 
tremendous  deficit,  under  the  present  rates  of  expenditures,  with 
the  resultant  addition  to  the  relief  rolls  of  some  2,000,000  families — 
which  in  turn  would  increase  the  expenditures  and  the  deficit. 

Finally,  and  this  is  significant,  through  just  what  manner  of 
support  are  the  states  and  their  political  subdivisions  to  exist,  if  the 
Government  is  to  confiscate  all  incomes?  Property,  without  the 
right  to  the  income  from  it,  is  valueless  and  useless,  and  if  the 
states,  which  have  also  collected  income  and  inheritance  taxes,  are 
to  be  deprived  of  all  revenue,  clearly  local  government  must  cease 
to  exist. 

I  am  not  here  attempting  to  discuss  the  equities  of  redistribution 
of  wealth,  through  confiscation  of  either  income  or  inheritance,  but 
rather  I  am  merely  stating  to  you  that,  in  my  judgment,  the  solution 
of  our  economic  ills  cannot  be  found  in  confiscatory  taxation. 

Redistribution  of  Wealth   Through  Taxation  of  Corporate 

Incomes 

It  would  hardly  seem  necessary  for  me  to  remind  you  that  within 
the  last  few  years  the  walls  of  every  legislative  room  have  rung  with 
the  attacks  of  the  redistributionists  upon  the  corporations  of  this 
country.  Selecting  as  examples,  a  few  corporations  which  admittedly 
have  been  indifferent  to  the  interest  of  the  public,  the  critics,  with 
characteristic  absence  of  fairness,  render  a  blanket  denunciation  of 
every  corporation,  regardless  of  its  manner  of  organization,  or  its 
mode  of  operation. 

I  am  not  attempting  to  state,  either  directly  or  indirectly,  that  there 
have  not  been  many  instances,  where  corporations  have  unfairly 
and  even  dishonestly  stifled  competition  and  mistreated  the  public 
generally,  but  I  do  say  that  these  violations  of  trust  are  the  exception, 
rather  than  the  rule,  and  that  in  its  every-day  dealings  the  average 
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corporation,  through  its  officers,  is  as  honorable  as  is  the  average 
individual  or  partnership.  Corporations  are  merely  groups  of  indi- 
vidual owners  who  have  voluntarily  and  legally,  and  frequently  to 
the  distinct  advantage  of  the  public  generally,  pooled  their  resources. 
It  happens  that  the  company  with  which  I  am  associated  would  not 
be  regarded  as  one  of  the  larger  corporations  of  this  country,  and 
yet  there  are  some  35,000  stockholders  and  that  if  there  are  added 
to  the  direct  employees,  those  who  are  dependent  upon  those  recipi- 
ents of  salaries  and  wages,  there  would  be  an  additional  35,000,  all 
of  whom  are  looking  to  this  company  for  a  livelihood. 

Furthermore,  aside  from  the  comparatively  small  number  of  so- 
called  holding  companies,  I  am  utterly  unable  to  understand  how 
the  redistributionists  can  have  the  effontery  to  maintain  that  unrea- 
sonable profits  are  being  derived  by  corporations  generally.  I  look 
over  the  record  of  the  company  with  which  I  am  connected,  and  I 
see  that  during  the  three-year  period  from  1931  to  1933  inclusive, 
that  corporation  paid  out  in  taxes  $37,000,000  and  in  wages  $43,- 
000,000,  and  not  one  cent  of  dividends  to  its  thousands  of  stock- 
holders who  had  invested  the  proceeds  of  their  labor,  expecting  a 
reasonable  return  in  days  of  need.  Now,  by  practicing  strict  eco- 
nomies and  severe  retrenchments,  we  are  able  to  eke  out  a  small 
dividend,  for  the  years  1934  and  1935.  There  are  those  who  would 
condemn  the  corporate  entity  and  would  further  throttle  operations, 
by  increasing  taxes,  with  the  evident  idea  that  it  is  proper  to  penal- 
ize corporations  for  being  somewhat  large  in  their  scope  of  activity, 
and  with  the  erroneous  thought  that  it  is  bringing  about  a  proper 
redistribution  of  wealth. 

Excessive  Taxation  a  Hindrance  to  Economic  Recovery 

Like  every  other  man  actively  engaged  in  business  I  pause  oc- 
casionally in  an  attempt  to  crystallize  more  or  less  hazily  in  my 
mind  the  future  of  this  country,  as  measured  by  its  proposed  scheme 
of  taxation.  I  note  on  the  one  hand  a  group  of  men  who,  over  the 
radio  and  through  the  press,  relentlessly  assume  that  all  financially 
successful  individuals  and  corporations  are  public  enemies.  There 
are  office-seekers  who,  knowing  that,  as  measured  by  voting  strength, 
the  so-called  well-to-do  are  in  the  hopeless  minority,  take  opposition 
to  them.  I  observe  with  surprise  that  even  among  those  who  look 
to  the  corporations  or  successful  individuals  for  their  livelihood,  there 
are  many  who  endorse  the  utterances  of  these  critics — men  who  if 
left  to  manage  this  country  would  throw  all  organized  industry  and 
the  Government  itself  into  hopeless  chaos  and  confusion — and  I 
wonder  just  where  we  are  drifting. 

Every  man  of  vision  realizes  that  the  general  sentiment  expressed 
in  our  legislative  bodies  and  among  the  unthinking  is  dangerous, 
and  I  note  that  day  by  day,  and  month  by  month,  many  men  of 
means,  instead  of  turning  back  their  accumulated  capital   into  the 
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channels  of  industry,  are  seeking  to  retrench,  to  fortify  themselves 
against  possible  disaster  and  confiscation.  And  even  among  the 
so-called  middle-class,  I  can  discern  a  pronounced  tendency  to  with- 
draw and  conserve  their  funds,  because — so  they  rightly  conclude — 
if  through  confiscatory  taxation  they  are  to  be  denied  the  right  to 
receive  a  profit,  then  they  should  not  be  expected  to  assume  the 
hazards  of  investment.  The  general  sentiment  which  these  critics 
have  created  is  stifling  the  proper  function  of  capital. 

Still,  through  all  these  discouraging  circumstances,  I  have  noted 
the  extraordinary  courage  and  persistence  displayed  by  our  indus- 
trial leaders.  Continuously  harassed,  bitterly  criticized,  unfairly 
maligned,  by  professional  office-seekers  and  foreign-born  agitators, 
these  men  are  carrying  on.  They  know,  and  every  thinking  man 
and  woman  of  this  country  knows,  that  once  they  have  been  forced 
to  yield  to  the  radical  element,  industry  will  go  dead,  the  wheels 
of  our  factories  will  cease  to  turn,  our  office  buildings  will  become 
useless  masses  of  stone  and  steel,  and  everywhere  we  shall  find 
chaos,  confusion,  disorder,  and  unspeakable  social  disintegration. 
The  redistributionists  will  answer  that  these  industrial  leaders,  who, 
almost  singlehanded,  are  holding  this  country  together,  are  doing  it 
solely  to  protect  their  own  interests,  for  purely  selfish  reasons.  I 
maintain  that,  although  the  desire  to  protect  their  own  interests,  the 
element  of  accomplishment,  the  pride  of  industrial  leadership,  may  be 
contributing  incentives,  many  of  these  men  are  unselfishly,  and  in 
defense  of  the  unthinking,  seeking  to  save  this  country  from  the 
economic  and  social  destruction  into  which  the  redistributionists 
would  plunge  it. 

Relief   from    Destructive   Taxation   Possible   only   Through 

Economy  in  Governmental  Expenditure,  a  Sound 

Currency,  and  Patriotic  Administration 

Innumerable  cures  have  been  suggested  for  the  present  economic 
unrest  in  this  country,  but  personally  I  know  of  no  factor  more 
indispensible  than  that  we  must  be  assured  that  there  will  not  be  a 
further  devaluation  of  our  currency,  as  partly  accomplished  by  presi- 
dential order  of  January  31,  1934.  If  only  the  citizens  of  this  coun- 
try can  be  assured  that  in  the  future  there  will  be  no  recurrence  of 
rejected  promises,  if  they  may  continue  with  their  affairs,  confident 
that  neither  this  administration  nor  a  succeeding  one  will  ever  again 
deliberately  repudiate  its  sacred  assurances  of  honorable  dealing, 
then  somehow  I  shall  be  confident  that  other  problems  will  be 
satisfactorily  adjusted. 

It  is  true  that  many  other  factors  merit  consideration,  as  for 
example  the  circumstance  that  there  are  in  this  country  some  3,- 
000,000  aliens,  many  of  whom  have  no  intention  of  either  becoming 
loyal  citizens  or  attempting  self-support,  but  I  feel  that  this  condi- 
tion, as  well  as  many  others,  however  important  they  may  be,  are 
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secondary  to  the  requirements  of  a  sound  currency  and  economy  in 
governmental  expenditures. 

Men  of  judgment  know,  it  goes  without  saying,  that  no  citizen 
of  this  country  who  is  willing  to  work,  should  be  permitted  to  starve 
or  to  go  homeless.  However,  under  the  system  which  has  prevailed 
during  the  last  two  or  three  years,  thousands  of  citizens,  formerly 
and  normally  industrious  and  honorable,  have  not  only  found  it 
good  business  to  refuse  employment,  but  have  been  indirectly  en- 
couraged to  become  professional  paupers,  with  an  utter  indifference 
to  the  odium  which  formerly  attached  to  the  man  who,  able  to  find 
work,  would  not  accept  it.  Slothfulness  has  become  a  virtue,  in- 
dustry and  thrift  have  become  meaningless  and  senseless  indulgences, 
on  the  part  of  thousands  who  have  heretofore  represented  a  con- 
siderable part  of  the  sterling  citizenship  of  this  country. 

The  excessive  increase  in  our  tax  burdens  has  been  occasioned 
to  a  considerable  degree  by  what  is  termed  "  emergency  legislation." 
Legislation,  justified  on  the  grounds  of  emergency,  bears  the  promise 
of  being  temporary  in  nature.  If  continued  indefinitely,  such  mea- 
sures become  positively  destructive.  Not  only  have  excessive  taxes 
been  collected,  as  a  means  of  providing  employment  for  and  support 
of  the  needy  and  destitute,  but  there  has  also  been  the  avowed  objec- 
tive of  redistributing  wealth.  It  is  quite  natural,  under  the  program, 
that  many  have  been  led  to  believe  that  the  purpose  of  our  govern- 
ment is  to  support  the  people  and  not  the  people  to  support  the  gov- 
ernment. This  thought  leads  the  Ship  of  State  to  sail  dangerously 
near  the  shoals,  as  it  winds  down  the  narrow  channel  provided  by 
our  Constitution,  bordered  on  the  one  side  by  personal  liberty  rights 
and  on  the  other  by  equality  and  public  weal. 

Fundamentally  we  Americans  are  a  resourceful,  self-reliant,  and 
self-respecting  people,  and  always  we  have  prided  ourselves  upon 
our  ability  to  adjust  ourselves  to  emergencies,  and  these  character- 
istics should  be  reflected  in  our  legislative  halls.  If,  through  unwise 
and  reckless  appropriations  and  expenditures  of  billions  of  dollars, 
incentive  for  thrift,  frugality  and  good  business  is  destroyed,  we 
should  not  delay  in  changing  our  policy.  Isn't  it  about  time  to 
commence  laying  definite  plans  to  balance  the  budget  ?  Why  should 
we  not  have  a  uniform  sales  tax  on  everything  ?  I  suggest  a  planned 
economy  and  that  we  bring  our  dollar  back  to  par,  or  at  least  do 
nothing  to  cause  further  devaluation.  Instead  of  further  penalizing 
and  harrassing  business,  give  it  a  chance  to  expand  and  furnish  em- 
ployment. Business  has  been  stimulated,  but  confidence  must  be 
more  fully  re-established  and  assurances  guaranteed  that  the  use 
of  money  and  business  initiative  and  enterprise  and  hard  work  will 
not  be  penalized  but  will  have  the  promise  of  a  just  reward,  before 
we  can  have  general  prosperity  again. 

To  me  it  is  a  hopeful  sign  that  in  a  surprising  degree  our  citizens 
generally  are  displaying  a  genuine  interest  in  tax  problems.     In  the 
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home,  on  the  street,  around  the  office,  these  questions  are  being 
discussed,  and  I  am  encouraged  to  believe  that,  with  the  guidance 
and  influence  exerted  by  such  organizations  as  this,  the  future  taxing 
program  of  this  country  will  be  so  controlled  by  common  sense  and 
good  judgment  as  to  avoid  a  destruction  of  existing  wealth  and 
employment  and  to  preserve  our  form  of  government,  which,  even 
under  the  worst  conditions  is  the  best  on  earth.  Destroy  initiative, 
the  incentive  to  achieve,  the  rewards  for  vision  and  hard  work,  and 
there  is*  dissipated  the  greatest  asset  of  this  nation.  I  believe  that 
while  promoting  the  general  welfare  of  our  people,  we  can  at  the 
same  time  restore  to  our  citizens  the  blessings  of  liberty,  both  of 
which  are  guaranteed  by  our  Constitution. 

(During  the  address  of  Mr.  Phillips  the  following  proceedings 
took  place,  after  twenty  minutes  had  expired.) 

Mr.  Phillips:  Is  my  time  up? 

Chairman  Long  :  I  am  going  to  ask  unanimous  consent  to  give 
Mr.  Phillips  an  extension  of  time.  He  has  his  paper  all  written 
out  here,  and  aside  from  a  few  remarks,  I  am  sure  he  will  con- 
fine himself  pretty  much  to  it.  Motion  is  made  and  seconded  that 
his  time  be  extended. 

(Ayes  and  noes.) 

Chairman  Long:  Mr.  Phillips'  time  is  extended. 

Chairman  Long:  We  are  grateful  for  that  splendid  paper.  We 
now  have  three  things;  the  possibility  of  some  announcements;  the 
discussion,  if  there  is  any,  that  you  want  to  have  in  respect  to  these 
papers  of  the  afternoon;  and,  unless  there  has  been  some  change, 
a  meeting  of  the  persons  interested  in  the  taxation  of  national 
banks. 

First  we  will  proceed  with  any  announcments  which  the  secre- 
tary has.  I  am  going  to  ask  the  secretary  to  speak  as  loudly  as 
the  Lord  will  permit  him,  as  he  is  competing  with  feet  and  chairs. 

Secretary  Query  :  I  want  to  announce  to  you  people  going  out 
that  all  the  tickets  and  certificates  are  at  the  desk,  having  been 
validated,  and  you  can  now  get  your  certificates  and  your  tickets 
back. 

Chairman  Long:  I  understand  there  are  no  other  announcements. 

I  want  to  say  to  Mr.  Mueller  that  I  am  still  thinking  about 
moving  that  session  forward.  I  have  had  several  suggestions,  as 
to  members  of  the  conference  taking  part  in  the  parade,  and  wear- 
ing their  badges,  so  as  to  be  particularly  identified  but  I  will  never- 
the  less  keep  in  mind  what  he  has  in  mind. 
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Now,  is  there  any  discussion  in  respect  to  these  papers  ?  Is  there 
anyone  suffering  the  pangs  of  any  undelivered  thought  that  he  would 
like  to  speak  about  ? 

If  not,  I  am  going  to  say  that  the  conference  will  again  come 
into  this  room  at  eight  o'clock  this  evening,  and  the  secretary  says 
that  the  amplifier  will  be  on,  and  that  is  without  any  reflection  on 
the  vocal  ability  of  those  who  are  going  to  speak  this  evening.  I 
am  going  to  suggest  now  that  I  adjourn  this  meeting  until  this 
evening,  and  then  ask,  if  that  is  agreeable,  that  those  who  are  con- 
cerned with  national  bank  taxation  proceed  to  have  their  meeting 
in  this  room.  With  that  thought  the  conference  is  adjourned 
until  tonight  at  eight  o'clock. 

(Adjournment.) 


FOURTH  SESSION 
Tuesday  Evening,  October  15,  1935 

Chairman  Henry  F.  Long,  presiding. 

Chairman  Long:  I  am  going  to  call  the  meeting  to  order  for  the 
purpose  of  the  record,  so  that  we  will  have  called  our  meeting 
promptly,  and  so  that  the  chairman  will  not  be  subject  to  the 
criticism  of  Judge  Zoercher.  Having  done  that  we  will  suspend, 
until  we  get  a  quorum. 

Mr.  Philip  Zoercher  (Indiana)  :  We  have  a  quorum. 

Chairman  Long  :  Judge  Zoercher  is  appointed  Sergeant-at- 
Arms,  to  see  that  the  members  are  in  attendance.  Is  there  anyone 
who  knows  William  H.  Smith  ?  There  is  a  telegram  here  that 
should  be  delivered  to  him. 

Will  the  Sergeant-at-Arms  go  to  the  door  and  tell  those  out- 
side that  the  meeting  is  about  to  proceed. 

Secretary  Query:  That  is  my  job. 

Chairman  Long  :  The  recess  that  was  declared  shortly  after 
eight  o'clock  is  now  over,  the  time  being  eight-fifteen,  and  we  will 
proceed  with  our  evening  session. 

I  have  been  requested  to  announce  that  the  members  of  the 
National  Association  of  State  Tax  Officials  will  have  breakfast 
together  tomorrow  morning  in  the  main  dining  room  of  this  hotel 
at  eight-thirty.  The  Association  of  State  Tax  Officials  is  a  well 
organized  association,  and  those  of  you  present,  who  are  members 
please  inform  those  who  are  not  present,  that  they  are  to  eat  to- 
gether tomorrow  morning  in  the  main  dining  room  of  this  hotel 
at  eight-thirty. 

I  want  also  to  make  it  clear  that  the  movement  of  Mr.  George 
Vaughan  from  the  last  session  to  tonight's  session  in  no  way  inter- 
feres with  our  three  sessions  on  Thursday,  because  under  our 
regulations  we  are  obligated  to  have  the  three  sessions,  and  there 
will  be  the  third  session  on  Thursday  evening.  It  may  be  that 
occasion  will  arise,  which  will  make  necessary  the  movement  of 
some  of  the  other  speakers  to  the  last  session ;  but  it  is  well  for  you 
to  have  in  mind  that  there  will  be  three  sessions  on  Thursday. 

Now,  we  have  had  it  very  much  in  our  hearts,  as  members  of 
the  National  Tax  Association,  to  furnish  opportunity,  through  the 
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medium  of  the  national  tax  conference,  for  a  getting  together  of 
those  who  may  be  interested  in  some  branch  of  the  tax  problem. 
For  example,  we  had,  after  the  afternoon  session,  a  very  lively 
and  rather  extended  session  of  the  association  of  states  interested 
in  national  bank  taxation.  That  is  the  first  group  that  we  have 
had ;  and  there  are  possibly  two  other  groups  in  addition  to  this 
association  of  states,  which  will  meet  tomorrow  morning.  One 
of  those  groups,  which  perhaps  we  as  tax  administrators  may  all 
be  interested  in,  relates  itself  to  death  duties,  with  particular  refer- 
ence to  the  effect  which  federal  legislation  may  have  on  state 
legislation.  It  was  announced  earlier  that  after  the  fifth  session, 
which  I  think  will  be  tomorrow  forenoon,  there  would  be  a  dis- 
cussion of  this  particular  problem.  It  occurred  to  Mr.  Riley,  the 
Controller  of  California,  whom  we  all  know  and  love,  that  it 
would  be  well  perhaps,  to  make  a  short  announcement  to  this  group, 
and  therefore,  with  your  indulgence  and  with  the  indulgence  of 
Mr.  Groves  and  the  speakers  to  follow,  I  am  going  to  ask  Mr.  Ray 
L.  Riley,  long  known  as  an  active  member  of  this  association,  and 
a  very  competent  and  efficient  public  official  of  California  for  many 
years,  to  state  the  situation  to  you  in  a  little  clearer  way  than  it  is 
possible  for  me  to  do  it.  I  am  going  to  ask  Mr.  Riley  of  California 
to  make  such  announcement  as  he  wishes. 

Mr.  Ray  L.  Riley  (California)  :  Mr.  President  and  members  of 
the  association,  I  appreciate  the  courtesy  extended  to  me,  sir,  be- 
cause I  am  largely  seeking  information.  You  will  all  recall,  I 
believe,  the  very  great  service  the  National  Tax  Association  was 
to  tax  administrators  of  the  United  States,  when  it  took  cognizance 
of  competition  between  California  and  Florida  on  inheritance  tax 
matters  some  years  ago.  At  that  time  the  Federal  Government  was 
constituted  the  policeman  in  the  inheritance  tax  field.  True  to 
tradition,  the  policeman  evidently  is  not  quite  content  with  the 
arrangement  made,  and  now  seeks  the  major  share  of  the  inherit- 
ance taxes.  We  of  the  west  coast  are  very  fearful  that  this  de- 
velopment will  eventually  force  us  out  of  the  inheritance  tax  field, 
not  so  much  because,  perhaps,  we  are  not  content  with  the  present 
80%  of  the  first  20%,  but  because  of  the  very  high  rates  that  are 
being  imposed  by  the  Federal  Government,  which  will  automatically 
force  the  states  out  of  a  source  of  revenue  clearly  belonging  to 
them.  If  there  is  one  type  of  revenue,  above  all  others,  that  should 
be  essentially  a  state  revenue,  it  is  that  of  inheritance  taxes. 

I  am  curious  to  know  from  you  who  are  attending  this  convention 
if  there  is  sufficient  interest  in  the  matter  to  warrant  us  trying  to 
get  together  in  a  round  table  discussion  within  the  next  day,  at 
whatever  convenient  hour  can  be  arranged.  I  am  not  trying  to 
force  the  issue.  We  are  worried  and  are  wondering  if  you  are 
worried.     If  you  personally  would  like  to  have  an  opportunity  for 
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that   discussion,   raise   your   hands,   whoever   would   like   to   attend 
such  a  conference. 

(Hands.) 

There  is  no  general  enthusiasm  over  it,  and  it  would  hardly  be 
worth  while,  unless  we  could  arrange  a  little  conference,  with  the 
appointment  of  a  committee  to  carry  on  during  the  year,  or  to  have 
a  resolution  that  might  be  proposed  at  this  conference  in  the  matter, 
to  have  some  other  committee  carry  on,  whichever  is  the  better 
procedure. 

Dr.  Stauffer  (Virginia)  :  I  think  everybody  is  interested  in  it.  I 
think  they  are  timid  about  raising  their  hands.  We  in  Virginia  are 
much  concerned  about  the  matter,  and  I  think  the  rest  of  us  are, 
when  we  realize  the  fact  that  the  Federal  Government  is  fast  en- 
croaching upon  the  state  revenue  sources. 

Mr.  Ray  L.  Riley  (California)  :  It  seems  to  me  that  there  is 
a  large  question  of  the  division  of  revenues.  There  is  the  matter 
of  the  personal  income  tax,  that  is  becoming  very  much  involved ; 
there  is  the  inheritance  tax;  and  very  shortly  the  Federal  Govern- 
ment will  undoubtedly  pick  up  a  sales  tax,  either  on  the  manufac- 
turers or  in  some  other  fashion,  and  I  think  it  would  be  wise  if 
we  who  administer  state  taxes  would  endeavor,  if  we  can,  to  get 
rather  a  sharp  line  of  demarcation  between  what  might  be  federal 
sources  and  what  might  be  state  sources,  because  normally  the 
smaller  entity  gets  swallowed  up.  I  should  be  happy  to  arrange  a 
round  table  conference  within  the  next  twenty-four  hours  if  enough 
of  you  would  like  to  engage  in  that  discussion.  I  am  simply  at 
your  service.     I  thank  you. 

Chairman  Long  :  It  still  is  in  my  thought  that  it  may  be  desir- 
able to  discuss,  after  tomorrow  morning's  session,  something  in 
relation  to  this  federal  problem,  and  I  am  going  to  be  bold  enough 
to  advance  the  thought  to  Mr.  Riley  that  it  may  be  easier  to  develop 
the  idea  there,  than  at  the  present  moment.  I  am  rather  in  accord 
with  Dr.  Stauffer  that  we  have  a  great  many  timid  people  here  in 
this  room.  I  have  tried  the  best  I  could  to  have  them  loosen  up  a 
bit,  but  the  more  I  try,  the  more  timid  they  seem  to  be.  I  am  hoping 
that  before  the  week  is  over  we  shall  get  them  to  be  a  little  less 
timid.  I  think  it  might  be  well  to  say  at  this  time  that  Dr.  Stauffer 
and  perhaps  others  will  be  interested  in  a  discussion  of  the  social 
security  program  which  will  engage  the  attention  of  the  states  and 
the  nation  generally,  when  its  full  impact  is  clearly  understood. 

The  program  committee,  it  may  be  said  in  their  defense,  con- 
sidered the  feasibility  of  having  on  this  program  a  session  devoted 
to  the  social  security  program,  but  it  seemed,  at  least  to  the  com- 
mittee, following  out  the  traditions  of  the  National  Tax  Association, 
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that  they  should  have  a  substantial  representation  from  the  Federal 
Government,  which  after  all,  is  the  fountain-head  from  which  that 
social  security  must  flow,  but  efforts  to  obtain  somebody  to  talk 
on  the  Government  end  were  unsuccessful.  The  development  of  a 
session  or  sessions  on  social  security  was  abandoned,  but  I  see  no 
reason  why  Dr.  Stauffer,  and  others  who  are  interested,  cannot, 
sometime  during  this  session,  at  a  convenient  time,  discuss  this 
matter  of  social  security. 

I  think  it  is  clear  to  everyone  who  thinks,  that  we  are  on  the 
threshold  of  the  most  tremendous  upheaval  of  tax  conditions  and 
financial  troubles  that  we  have  seen  in  this  generation,  and  if  we 
live  through  it,  it  will  be  more  or  less  of  a  compliment  to  the  care- 
ful and  Christian  lives  we  have  led,  up  to  this  period. 

The  secretary  advises  that  up  to  the  present  moment  there  have 
been  five  hundred  and  eighty-nine  persons  enrolled.  That  means 
an  extremely  good  conference.  It  also  again  offers  me  the  oppor- 
tunity of  suggesting  that  you  enroll.  We  shall  be  very  glad,  if  you 
wish,  to  have  you  become  members.  In  that  enrollment,  which,  of 
course,  includes  all  persons,  the  ladies,  delegates,  and  others  who 
have  come,  there  are  thirty-nine  states  represented,  including 
the  State  of  Oklahoma.  The  District  of  Columbia  is  represented, 
one  Canadian  Province,  Hawaii  and  the  Republic  of  Mexico.  I 
am  wondering  if  Mr.  Torres  of  Mexico  is  in  the  room  now.  The 
reason  I  ask  is  that  last  evening  when  we  wished  to  have  him  appear 
before  the  group,  he  was  unavoidably  absent.  Mr.  Torres,  we  just 
wanted  to  see  you  or  we  shall  be  glad  to  have  a  word  from  you,  if 
you  wish. 

Mr.  Luis  Gonzalez  Torres  (Mexico)  :  Mr.  Chairman  and  ladies 
and  gentlemen ;  I  shall  be  very  glad  to  address  you,  if  I  have  the 
permission  of  Mr.  Chairman,  on  Thursday  evening,  at  the  last 
session,  when  I  should  like  to  let  you  know  some  of  the  problems 
we  have  in  Mexico  about  tax  matters.  I  shall  try  to  make  a  report 
of  those  conditions,  which  I  shall  be  glad  to  present,  if  you  will 
be  kind  enough  to  listen  to  it. 

Chairman  Long  :  We  want  to  again  call  your  attention  to  the 
fact  that  the  resolutions  committee  is  to  be  made  up  of  the  persons 
selected  by  each  state,  and  in  connection  with  that,  Dr.  Leland  has 
requested  me  to  suggest  to  the  delegates  from  Illinois  that  after  this 
session  they  meet,  I  think  he  said,  in  the  corner  of  the  room.  I 
suggest,  because  I  suspect  that  it  is  always  needed,  that  they  meet 
in  the  harmony  corner. 

Mr.  Secretary,  are  there  any  other  announcements  to  be  made? 

I  want  to  thank  Dr.  Groves  for  his  courtesy  in  waiting  all  this 
period,  but  a  good  many  of  the  sheep  have  been  brought  into  the 
fold,  Dr.  Groves,  as  you  will  notice. 
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Dr.  Groves  has  had  a  splendid  experience.  He  probably  has  had 
more  experience  than  many  tax  administrators,  because  he  not  only 
has  been  a  tax  administrator,  as  a  member  of  the  Wisconsin  State 
Tax  Commission,  but  he  has  been  a  professor  and  still  is,  in  the 
University  of  Wisconsin.  He  was  successful — perhaps  I  may  say 
that — in  being  selected  by  his  neighbors  as  a  state  senator,  and  it 
seems  to  me  that  we  can  very  well  say  that  with  the  possible 
exception  of  never  having  served  on  the  bench,  he  has  filled  all 
the  branches  of  governmental  activity  that  have  been  devised,  so 
that  you  can  neither  call  him  a  brain-truster,  nor  a  pure  theorist, 
nor  again  can  you  call  him,  as  you  possibly  might  call  me,  a  com- 
mon garden  variety  of  tax  gatherer.  He  is  all  those  things  put  to- 
gether, and  is  going  to  speak  to  us  as  the  first  speaker  on  the 
program,  on  "  The  Scope  of  State  Income  Taxation  Under  Present 
Conditions  ". 

I  have  very  great  pleasure  in  introducing  Harold  M.  Groves,  of 
the  University  of  Wisconsin. 

Mr.  Harold  M.  Groves  (Wisconsin)  :  Mr.  Chairman  and  mem- 
bers of  the  conference;  the  very  kind  introduction  which  your 
chairman  gave  me  reminds  me  of  the  way  I  was  introduced,  not 
long  ago,  as  a  person  who  is  sometimes  called  senator,  sometimes 
called  professor,  sometimes  called  Mister,  and  frequently  called 
by  names  which  cannot  be  mentioned  here. 

I  might  also  say  that  if  we  are  going  to  have  a  session  on  the 
income  tax,  we  perhaps  should  all  have  gathered  in  the  har- 
mony corner,  because  that  is  a  very  controversial  tax  question. 

Also  I  may  say,  since  we  have  had  the  geographical  approach 
to  taxation  in  our  sessions  thus  far,  that  it  is  perhaps  appropriate 
to  call  on  someone  from  Wisconsin  to  talk  on  the  state  income  tax. 
Wisconsin  was  for  some  years  unique  among  the  states  in  having 
developed  a  successful  state  income  tax,  and  may  be  unique  again, 
judging  by  the  report  that  Mr.  Manning  submitted,  in  being  a  state 
to  escape  the  sales  tax. 

In  spite  of  the  stresses  and  strains  of  the  depression,  Wisconsin 
has  come  through  thus  far,  without  a  sales  tax.  That  is  all  the  more 
noticeable,  in  view  of  the  fact  that  the  state  cannot  go  into  any 
indebtedness,  because  of  restrictions  in  its  constitution,  and  has  not 
for  the  last  five  years  had  a  state  property  tax.  It  would  perhaps 
be  said  by  some  of  my  colleagues  in  Wisconsin  that  the  state  has 
vised  a  sales  tax  in  a  sense,  because,  like  many  other  states,  it  has 
permitted  its  general  fund  to  borrow  from  its  highway  fund ;  but 
others  would  answer,  that  since  the  motorist  has  not  paid  for  the 
full  cost  of  the  roads,  even  in  Wisconsin,  that  is  at  all  events  a 
debatable  point. 
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THE    SCOPE    OF    STATE    INCOME    TAXATION    UNDER 
PRESENT  CONDITIONS 

HAROLD    M.    GROVES 
University  of  Wisconsin 

It  is  a  widely  accepted  proposition  that  on  theoretical  grounds 
alone,  the  income  tax  should  be  the  most  important  tax  in  our  tax 
system.  It  is  axiomatic  that  practically  all  taxes  come  out  of  some- 
body's income.  The  presumption  is  in  favor  of  those  which  come 
out  of  income  directly  and  in  some  regular  proportion  to  the  income. 

The  income  tax  comes  nearest  of  all  taxes  to  being  a  self-liquidat- 
ing tax.  Relatively  speaking,  it  falls  upon  those  who  have  the 
ability  to  pay,  when  they  have  it.  With  reasonably  efficient  collec- 
tion, tax  delinquency  among  income  taxpayers  should  be,  and  usually 
is  nominal. 

The  time  was  when  most  people  thought  that  equity  in  taxation 
required  distribution  of  taxes  according  to  benefits  received  from 
government.  More  and  more,  people  have  come  to  regard  ability 
to  pay  as  the  proper  standard  of  equity  in  taxation,  and  these  people 
usually  regard  income  as  by  all  odds  the  best  single  measure  of 
ability  to  pay. 

The  income  tax,  more  than  most  taxes,  tends  to  stay  put  (is  not 
shifted)  and  thus  permits  some  accurate  calculation  of  its  ultimate 
burden.  Whether  or  not  levied  for  that  specific  purpose,  income 
taxes  tend  to  reduce  the  inequalities  in  the  distribution  of  wealth  and 
by  so  doing,  enlarge  the  market  for  mass  production  and  reduce  the 
evils  of  concentrated  wealth  and  power. 

On  theoretical  grounds,  the  income  tax  has  many  claims  to  superi- 
ority over  either  the  property  tax  or  the  sales  tax.  Taxes  on  prop- 
erty which  is  yielding  no  income,  are  untimely  and  lead  to  much 
delinquency.  Where  the  property  tax  aims  to  reach  all  wealth,  in- 
cluding credits  and  with  no  deduction  for  debts,  it  involves  inde- 
fensible double  taxation.  Where  credits  are  exempt,  as  is  becoming 
more  and  more  generally  the  case,  the  property  tax  is  a  debtor's 
tax  and  adds  fixed  charges  for  the  debtor  to  meet.  Taxes  on  sales 
are  usually  regressive  and,  especially  when  added  to  other  regressive 
taxes,  they  tend  to  reduce  seriously  the  buying  power  of  the  con- 
sumer. The  sales  tax  is  innocent  of  any  but  the  most  indirect  and 
remote  relation  to  either  of  the  time-honored  guardians  of  good 
taxation — benefits  received  and  ability  to  pay. 

The  relatively  weak  position  which  the  income  tax  occupies  in 
our  tax  system  is  in  striking  contrast  to  its  theoretical  strength. 
In  the  United  Kingdom,  in  1932,  the  income  tax  yielded  over  35 
per  cent  of  tax  revenue  for  all  government  units.  In  our  own  coun- 
try the  figure  was  about  14  per  cent.  It  has  been  calculated  that 
last  year  the  28  states  which  had  income  taxes,  collected  $135,095,000 
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from  this  source,  as  compared  with  $254,572,000  collected  from  the 
sales  tax  by  the  sales-tax  states. 

There  are  those  who  think  that  the  income  tax  is  an  excellent 
source  of  revenue  for  the  Federal  Government,  but  that  the  states 
should  stay  out  of  this  field.  Undoubtedly  central  units  of  govern- 
ment have  many  advantages  over  their  divisions  and  subdivisions, 
in  the  administration  and  collection  of  income  taxes.  If  the  Federal 
Government,  moreover,  were  to  raise  most  of  its  revenue  from  its 
income  tax,  the  place  of  that  tax  in  our  revenue  system  could  be 
expanded,  without  bringing  the  states  into  the  field. 

But  the  states  are  inevitably  drawn  into  the  income  tax  field. 
They  and  their  subdivisions  in  normal  times,  spend  two-thirds  of 
the  total  public  dollar.  The  income  tax  is  too  important  and  merit- 
orious a  means  of  revenue  to  be  ignored  on  so  large  a  front.  The 
states  and  their  municipalities  provide  most  of  the  prime  essentials 
of  government,  including  such  personal  services  as  education — very 
properly  supported  by  a  personal  tax  on  incomes.  The  alternatives 
to  state  income  taxes  are  heavy  federal  aids  to  the  states,  or  distri- 
bution of  part  of  the  federal  tax  to  the  states  from  which  collected. 
Both  alternatives  involve  very  great  difficulties  and  a  generous 
surrender  of  sovereignty  by  the  states.  Finally,  some  of  the  states 
are  much  more  willing  to  tax  ability  to  pay  than  others,  and  the 
state  income  tax  gives  them  an  opportunity  to  express  this  difference. 

If  it  be  conceded  that  the  states  are  properly  in  the  income  tax 
field  and  that  the  income  tax  should  (theoretically  at  least)  occupy 
a  much  more  important  place  in  our  revenue  system,  it  must  also  be 
admitted  that  the  development  of  state  income  taxes  is  no  easy 
matter.  In  many  states  (and  some  of  the  wealthiest  and  most 
populous)  there  are  impressive  legal  and  constitutional  difficulties 
to  be  overcome.  For  example,  Illinois  passed  an  income  tax  law 
in  1932,  but  its  law  was  declared  unconstitutional  by  the  state 
supreme  court.  According  to  the  court,  income  is  property,  and 
according  to  the  constitution,  all  property  must  be  assessed  at  a 
"  just  and  uniform  rate  ".  There  is,  of  course,  the  theoretical  possi- 
bility of  amending  the  Illinois  constitution,  but  an  amendment,  to 
carry,  must  receive  in  its  favor  a  majority  of  the  total  number  of 
votes  cast  at  an  election.  Thus,  failure  to  vote  on  an  amendment 
is  a  vote  against  it.  Other  restrictions  make  amendment  to  the 
fundamental  law  of  Illinois  all  but  impossible.  In  other  states — 
among  them  Michigan  and  Indiana — the  income  tax  has  very  high 
constitutional  barriers  to  hurdle.  As  a  practical  matter,  it  is  idle  to 
talk  about  an  important  place  for  the  state  income  tax,  until  this 
ancestry  worship  is  somehow  broken  down. 

A  second  factor  retarding  the  development  of  state  income  taxes 
is  the  widespread  fear  that  the  imposition  of  a  substantial  tax  by  a 
particular  state  would  kill  the  goose  that  lays  the  golden  egg — or 
perhaps  more  accurately,  cause  the  goose  to  fly  across  state  boundary 
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lines  and  into  a  milder  taxation  climate.  Probably  the  fathers  built 
wisely,  when  they  prohibited  state  tariffs  and  made  it  easy  for  in- 
dividuals, goods,  and  capital  to  pass  freely  from  one  state  to  another. 
But  by  so  doing  they  gave  to  existing  state  institutions  a  heavy  load 
of  inertia.  Actually,  most  reforms  in  state  legislation  (both  in  the 
tax  field  and  in  other  fields)  have  carried  compensations  for  the 
apparent  handicaps  which  they  imposed  upon  business.  There  is 
little  if  any  evidence  that  the  states  which  have  been  boldest  in 
adopting  state  legislation  have  lagged  behind  the  other  states  in 
their  industrial  development.  But  voters  and  legislators  do  not 
always  make  decisions  by  carefully  weighing  the  evidence.  The 
fear  of  "  scaring  the  goose  "  is  always  present  and  always  played 
upon.  Any  sane  person,  moreover,  has  to  recognize  that  the  exist- 
ence of  state  boundaries  does  impose  a  limit  upon  the  degree  to 
which  any  one  state  can  depart  from  the  procedure  of  its  neighbors. 

Certain  characteristics  of  the  income  tax  itself  tend  and  have 
tended  to  limit  its  development.  One  is  the  relative  instability  of 
income  tax  yield.  It  is  alleged  that  any  state  which  relies  too  heav- 
ily upon  an  income  tax  will  find  itself  without  any  revenue  during  a 
depression.  Two  answers  may  be  made  to  this  argument.  The 
first  is  that  there  are  no  good  taxes  during  depressions.  Property 
taxes  become  highly  onerous,  when  property  ceases  to  have  an  in- 
come; they  result  in  heavy  delinquencies,  and  they  aggravate  an 
acute  foreclosure  problem.  The  sales  tax  undermines  a  much  needed 
market  and  aggravates  the  relief  problem.  The  second  answer  is 
that  the  reason  the  income  tax  has  been  regarded  as  a  fair-weather 
tax  is  that  small  pains  have  been  taken  to  adapt  it  to  foul  weather. 
The  policy  of  permitting  capital  losses  to  be  deducted  against  all 
income  is  a  case  in  point.  More  elasticity  in  rates  and  exemptions 
can  be  developed.  Possibly  a  system  of  reserves  can  be  built  up  in 
good  times,  for  use  in  bad  times. 

It  is  all  very  well  to  advocate  an  income  tax  strong  enough  to 
raise  twenty  or  twenty-five  per  cent  of  the  revenue  for  state  and 
local  purposes,  in  a  state  like  Illinois.  But  what  about  a  state  like 
North  Dakota,  where  there  is  very  little  corporate  income  to  tax 
and  where  an  individual  with  a  $100,000  a  year  income  is  called  a 
"  financial  baron  ".  North  Dakota  cannot  expect  to  derive  a  sub- 
stantial portion  of  its  state  and  local  revenue  from  its  income  tax, 
unless  it  learns  how  to  apply  such  a  tax  successfully  to  farmers  and 
to  people  with  small  incomes. 

This  suggests  another  limitation  of  the  income  tax  which  has 
tended  to  retard  its  development  as  an  important  state  revenue  pro- 
ducer. The  income  tax  in  this  country  has  been  regarded  as  a  means 
of  taxing  the  relatively  rich,  but  not  the  relatively  poor,  people. 
Many  state  statutes  have  high  exemptions  and  nominal  rates  in  the 
lower  and  middle  brackets  of  income.  Experience  abroad  has  shown 
that  this  again  is  more  a  matter  of  the  way  we  have  applied  the  in- 
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come  tax  than  an  inherent  limitation  in  the  tax.  But  the  practice  in 
this  country  is  by  no  means  easy  to  change.  The  extension  of  the 
income  tax  in  the  lower  brackets  is  always  a  political  liability  to  any 
person  or  group  who  propose  it.  It  involves  imposing  and  increas- 
ing direct  taxes  on  large  numbers  of  people  and  arouses  wide  resist- 
ance among  the  very  people  who  now  support  an  income  tax. 

North  Dakota's  problem  is  much  aggravated,  too,  by  the  fact  that 
it  is  a  debtor  state  and  much  of  its  income  is  paid  over  its  borders 
to  creditors  outside  the  state.  The  property  tax  is  collected  where 
the  roots  of  income  lie,  but  the  income  tax  more  often  goes  to  the 
state  in  which  income  is  enjoyed.  As  a  rule,  our  income  tax  laws 
and  institutions  have  not  favored  the  use  of  the  income  tax  by  the 
debtor  states.  Perhaps  ways  and  means  could  be  devised  for  giv- 
ing the  debtor  states  more  power  to  tax  income  "  where  earned  "  but 
it  must  be  admitted  that  we  have  here  perhaps  the  most  difficult  to 
deal  with,  of  all  the  limitations  of  the  state  income  tax. 

The  income  tax  requires  high-grade  administration.  Without 
such  administration  it  is  likely  to  degenerate  to  the  level  of  the  in- 
tangible property  tax.  Unfortunately,  a  non-political  civil  service 
is  the  exception  rather  than  the  rule  among  the  states.  Poor  civil 
service  is  an  important  impediment  to  income  tax  development. 
Xew  administrative  techniques,  as  well  as  new  statutory  provisions 
are  needed,  if  the  income  tax  is  to  become  an  effective  device  for 
taxing  recipients  of  small  incomes  and  farmers.  So  far  as  farmers 
are  concerned,  a  leaf  might  perhaps  be  taken  from  the  British  tax 
system,  under  which  farmers  are  assessed  upon  their  presumptive 
income,  unless  they  can  upset  such  presumptive  income  with  evi- 
dence from  records  carefully  and  properly  kept. 

In  England,  where  property  is  assessed  on  its  annual  value  and 
the  income  tax  includes  the  rental  value  of  residential  property 
occupied  by  the  owner,  there  is  much  less  difference  between  the 
property  tax  and  the  income  tax  than  is  true  in  this  country.  I 
venture  to  throw  out  the  suggestion  that  perhaps  our  income  tax 
should  be  made  more  like  our  property  tax  and  our  property  tax 
more  like  our  income  tax.  It  is  not  inconceivable  that  these  two 
taxes  may  one  day  be  amalgamated  into  one,  and  that  the  result  may 
be  a  more  highly  refined  instrument  of  taxation  than  any  we  have 
yet  devised. 

It  goes  without  saying  that  those  who  believe  that  the  income  tax 
should  occupy  a  larger  place  in  our  state  and  local  tax  systems 
should  concentrate  their  efforts  upon  the  impediments  to  its  progress, 
several  of  which  have  just  been  discussed.  Summarizing  this  dis- 
cussion in  terms  of  a  program,  exponents  of  a  more  important  state 
income  tax  should  promote : 

1.  Amendments  to  state  constitutions  which  will  make  income  tax 
laws  possible  in  all  states ; 
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2.  A  federal  income  tax  credit,  under  which  it  would  be  possible 
to  pay  federal  income  taxes  with  state  income  tax  receipts,  as  is  now 
done  in  the  inheritance  tax  field  and  the  dissemination  of  facts  which 
will  reduce  the  fear  of  driving  industry  and  wealth  out  of  income 
tax  states ; 

3.  Features  of  income  tax  laws  which  tend  to  make  income  tax 
revenues  more  stable ; 

4.  Public  opinion  to  demand  income  taxes  for  the  lower  and  middle 
brackets,  in  preference  to  inferior  ways  of  raising  revenue; 

5.  More  consideration  for  the  rights  of  the  debtor  states  in  in- 
come taxation ; 

6.  Better  administrative  personnel  and  better  techniques,  especi- 
ally in  applying  the  income  tax  to  farmers  and  the  recipients  of 
small  incomes. 

The  task  which  was  assigned  the  author  was  to  expound  the 
proper  place  of  the  income  tax  in  state  and  local  tax  systems.  I 
do  not  think  it  is  necessary  to  state  the  exact  rates  or  the  exact 
percentage  of  total  revenues  which  in  my  opinion  should  be  assigned 
to  the  state  income  tax.  Directions  in  which  we  should  move  are 
more  important  than  the  ultimate  goals.  It  is  very  clear,  I  think, 
that  a  much  larger  proportion  of  state  and  local  revenue  should  be 
raised  from  the  net  income  tax  than  is  now  the  case,  and  that  we 
should  move  in  that  direction  at  an  accelerated  pace. 

There  are  those  who  say  that  the  state  income  tax  must  be  con- 
fined to  an  insignificant  role,  because  the  National  Government  has 
adopted  a  high  schedule  of  rates.  These  people  may  be  reminded, 
however,  that  all  or  nearly  all  taxes,  in  the  last  analysis  come  out 
of  income.  The  national  income  represents  what  there  is  to  tax 
and  when  it  is  exhausted,  there  is  nothing  left  for  an  income  tax  or 
any  other  kind  of  tax.  If  foreign  countries  can  get  as  much  as  35% 
of  their  total  revenues  from  an  income  tax,  we  have  hardly  reached 
the  saturation  point,  at  only  14  per  cent  from  this  source. 

During  the  present  year  a  committee  of  the  Tax  Policy  League, 
of  which  the  author  was  a  member,  submitted  a  report  on  the  "  Place 
of  the  State  Income  Tax  in  the  Revenue  Systems  of  the  States  ". 
The  report  took  the  position  that  the  income  tax  should  at  least 
constitute  a  major  source  of  revenue  for  state  and  local  govern- 
ments. The  committee  calculated  that  if  this  were  to  happen,  not 
only  would  the  state  income  tax  have  to  be  made  more  universal, 
but  rates  would  have  to  be  higher  than  those  of  our  present  state 
income  taxes.  Both  as  to  rates  and  as  to  importance  assigned  to 
the  income  tax,  the  committee  felt  that  the  Model  Plan  recently 
submitted  to  the  National  Tax  Association — notwithstanding  its 
general  excellence — is  too  conservative.  In  these  conclusions  the 
author  did  and  does  concur. 

In  this  address  we  have  stressed  some  of  the  limitations  and  diffi- 
culties of  the  income  tax  as  a  source  of  state  and  local  revenue. 
Time  does  not  permit  a  lengthy  discussion  of  the  verv  great  diffi- 
10 
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culties   and  confusion   which   have   developed   in   the   use   of   other 
sources  of  revenue. 

During  the  depression  the  incidence  of  the  property  tax,  in  terms 
of  human  costs  has  been  tremendous.  Millions  of  people,  well  on 
in  the  long  process  of  acquiring  a  home,  have  lost  their  properties ; 
they  have  given  up  the  whole  business  of  thrift,  as  a  bad  job.  The 
property  tax  has  played  an  important  role  in  this  loss  and  disillu- 
sionment. The  traditional  farm  ladder,  symbol  of  rural  opportun- 
ity, up  which  people  are  supposed  to  climb  from  farm  hand  to  farm 
landlord  has  been  turned  into  an  instrument  for  descent,  rather  than 
ascent.     The  property  tax  is  partly  responsible. 

The  property  tax,  as  a  means  of  taxing  intangible  property,  has 
proved  itself  a  fiasco  and  a  farce,  yet  where  intangibles  are  exempt, 
the  property  tax  leads  to  most  indefensible  inequities.  In  the  State 
of  Wisconsin  a  person  with  $50,000  in  good  mortgages  and  bonds 
and  with  an  income  of  $2500  may  escape  with  total  direct  taxes  to 
all  units  of  state  and  local  government,  of  $4.50.  (The  $4.50  is  the 
normal  income  tax  paid  by  a  person  with  $2500  of  income  and  a 
wife  and  two  children,  under  the  Wisconsin  statutes.)  Another  in- 
dividual, with  a  $10,000  farm,  mortgaged  to  the  limit,  and  virtually 
without  income,  will  be  fortunate  to  escape  with  $150  to  $200  of 
taxes.  It  is  impossible  to  justify  this  difference,  on  any  calculation 
of  either  ability  to  pay  or  benefits  received.  In  order  to  preserve 
some  dignity  in  property  tax  administration,  one  classification  of 
property  after  another  has  been  added  to  the  free  list.  A  study  of 
estates  in  one  county  of  Wisconsin  shows  more  personal  property 
than  real  estate.  The  latter  constitutes  well  over  90%  of  assess- 
ments.    The  same  situation  may  be  found  in  many  other  states. 

The  retail  sales  tax,  in  spite  of  its  increasing  vogue,  bristles  with 
difficulties  and  objectionable  features,  as  a  means  of  raising  even 
emergency  revenue.  Applied  to  the  necessities,  it  is  a  tax  on  relief 
and  near-relief.  Exemption  of  the  necessities  undermines  its  pro- 
ductivity. The  sales  tax  often  creates  unfair  competition  between 
domestic  merchants  and  mail  order  companies,  merchants  who  sell 
for  credit  and  those  who  accept  only  cash,  merchants  in  border  line 
cities  and  those  across  state  boundary  lines.  It  remains  to  be  seen 
whether  or  not  attempts  now  being  made  to  apply  the  sales  tax  to 
small  purchases  will  prove  workable.  Weakest  on  its  theoretical 
side,  the  sales  tax  nevertheless  encounters  its  full  share  of  practical 
difficulties. 

Concerning  these  matters,  the  committee  of  the  Tax  Policy  League 
concluded:  "We  hazard  the  conjecture  that  the  revenue  represented 
by  the  proposed  income  tax,  whatever  its  amount  might  be,  will  be 
less  distressing  to  taxpayers  and  have  less  repressive  effects  upon 
industry  than  the  same  amount  of  tax  levied  in  the  form  of  real 
estate  or  property  taxes  or  in  the  form  of  new  business,  sales,  and 
the  consumption  taxes."  In  this  conclusion  also  the  author  did  and 
does  concur. 
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(After  the  speaker  had  progressed  for  twenty  minutes,  and  before 
concluding  his  paper,  the  following  proceedings  were  had:) 

Chairman  Long:  I  am  going  to  ask  if  there  is  unanimous  con- 
sent for  the  extension  of  time  allowance. 

(Motion  duly  made  and  seconded.) 

Chairman  Long:  The  time  is  extended.  I  congratulate  you 
on  that. 

(Whereupon  Mr.  Groves,  continued  to  the  conclusion  of  his 
paper.) 

Chairman  Long  :  We  very  deeply  appreciate  Dr.  Groves'  splen- 
did paper,  and  my  only  regret  is  that  we  cannot  start  right  now 
and  discuss  it,  because  there  are  several  parts  of  his  paper  that 
I  personally  should  like  to  discuss,  but  I  have  to  deny  myself  that 
privilege,  and  all  of  us  have,  until  after  the  conclusion  of  the 
other  papers. 

We  are  next  to  hear,  and  singularly  enough,  from  the  same  part 
of  the  country,  the  Great  Lakes  section,  a  paper  on  the  "  Scope  and 
Problems  of  Present  State  Sales  Taxes."  These  two  papers  have  a 
definite  relationship  to  each  other.  There  are  devised  from  time  to 
time,  ways  of  raising  revenue,  and  those  ways  of  raising  revenue  are 
very  frequently  thought  well  of  in  theory,  and  when  tested  by  the 
ordinary  methods  employed  by  those  who  have  undertaken  the  ex- 
perimentation, seem  to  react  favorably  in  every  respect,  but  we  are 
having  tonight  the  opportunity  of  seeing  how  they  may  work  out 
in  practice. 

Professor  Groves  has  called  your  attention  to  some  aspects  of  the 
income  tax  in  its  practical  operation  to  the  man  on  the  street. 

The  real  test  of  a  tax  law  is  the  production  of  revenue,  but  to  the 
tax  administrator  and  the  economist,  thinking  in  long  term  pro- 
duction, and  thinking  in  terms  of  the  possibility  of  creating  very 
large  administrative  costs,  there  is  something  in  all  of  these  laws, 
other  than  the  pure  revenue  producing  quality  that  many  of  them 
have. 

It  is  particularly  fitting  that  Professor  Caverly  will  speak  to  us 
tonight  on  "  The  Scope  and  Problems  of  Present  Sales  Taxes  ', 
and  it  is  with  a  great  deal  of  pleasure  that  I  introduce  Harcourt 
L.  Caverly,  of  Detroit,  Michigan. 

Mr.  Harcourt  L.  Caverly  (Michigan)  :  Mr.  President  and 
members  of  the  conference;  there  is  one  fairly  obvious  disadvantage 
in  talking  on  a  more  or  less  burning  question  before  this  group, 
unless  one  is  fortunate  enough  to  come  first  on  the  program. 

The  sales  tax  seems  to  be  sufficiently  in  the  minds  of  everyone, 
to  have  impinged  on  very  nearly  every  address  that  has  been  given 
so  far,  in  this  session  of  the  conference.     However,  I  should  like 
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to  begin  by  saying  that  I  do  not  propose  this  evening  to  attempt  to 
take  any  special  position  in  respect  to  the  sales  tax.  My  interest 
is  in  the  main  confined  to  attempting  to  put  to  the  test  the  old  and 
rather  time-worn  proposition  that  a  sales  tax  is  easy  to  assess  and 
to  collect,  and  painless.  I  don't  know  whether  I  shall  get  to  a 
discussion  of  its  painlessness.  I  might  say  that  even  though  it  has 
been  painless,  it  has  not  been  particularly  noiseless. 

SCOPE  AND   PROBLEMS   OF   STATE   SALES   TAXES 

HARCOURT  L.   CAVERLY 
Tax  Consultant,  Michigan 

Two  and  one-half  years  ago,  when  the  legislature  assembled, 
Michigan  depended  upon  property  taxation  for  perhaps  65%  of  its 
tax  revenues.  The  state  government  itself  had  been  levying  some 
thirty  million  dollars  upon  general  property,  to  say  nothing  of  state 
property  taxes  upon  public  utilities.  Proposals  for  income  taxes,, 
sales  taxes,  chain  store  taxes  and  what  not,  were  in  the  air  and 
had  been,  for  some  time,  but  very  nearly  everyone,  in  January  1933, 
regarded  any  sort  of  new  tax  as  a  political  impossibility.  Six  months 
later  that  legislature  adjourned,  after  enacting  a  retail  sales  tax  of 
wide  scope,  with  almost  no  exemptions  and  an  unusually  high  rate, 
designed  to  raise  about  thirty-two  million  dollars  and  to  replace  en- 
tirely the  state  general  property  tax. 

This  result  is  of  interest,  not  because  it  is  unique,  but  because  it  is 
typical.  If  this  audience  may  be  regarded  as  an  average  audience 
— I  hasten  to  add,  average  only  in  a  geographical  sense — nearly 
three-quarters  of  you  come  from  states  that  could  tell  essentially 
the  same  story. 

Prior  to  1930,  but  six  states  in  this  country  levied  any  sort  of 
tax  which  could  reasonably  be  referred  to  as  a  general  sales  tax.1 
Even  in  these  few  states  a  typical  rate  was  one-tenth  or  two-tenths 
of  1%,  and  the  scope  of  the  taxes  was  restricted.  The  proceeds 
naturally  were  meagre  and  the  taxes  not  very  important.  Perhaps 
the  most  general  of  these  earlier  sales  taxes  was  that  levied  on  gross 
income  and  gross  proceeds  of  sales  by  West  Virginia,  but  the  West 
Virginia  tax  carried  an  exemption  of  $10,000  and  consequently 
reached  no  small  businesses.  This  West  Virginia  tax,  however, 
may  be  regarded  as  the  original  state  sales  tax  of  modern  type 
and  the  experience  of  West  Virginia  has  had  an  important  influ- 
ence in  the  subsequent  development  of  sales  taxation  in  this  country. 

In  1932,  Mississippi  initiated  its  tax  upon  gross  sales  of  manu- 
facturers, natural  resource  producers,  wholesalers  and  retailers,  the 

1  The  states  referred  to  are :  Connecticut,  Delaware,  Georgia,  Pennsyl- 
vania, Virginia,  West  Virginia.  Only  the  West  Virginia  tax,  dating  from 
1921,  and  the  Georgia  levy  of  1929  were  sales  taxes  of  the  type  now 
referred  to  as  such. 
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rate  reaching  2%  on  retail  sales,  with  a  modest  exemption  of  $1,200 
per  annum.  From  these  beginnings,  we  have  had  in  the  last  three 
years  an  extremely  rapid  spread  of  general  state  sales  taxes.  At  the 
present  time  some  twenty-eight  states  are  levying  general  taxes 
upon  sales  and  in  some  half-dozen  others  such  taxes  have  been 
enacted,  but  have  expired  or  been  defeated  through  referendum. 

It  is  unnecessary  to  elaborate  upon  this  rapid  spread  of  sales  tax 
enactments  or  to  present  any  detailed  historical  or  statistical  data 
on  the  state  sales  taxes  at  present  in  force.  The  rapid  development 
of  state  sales  taxes  should  merely  suggest  that  perhaps  the  time 
has  arrived,  when  we  can  begin  to  assess  the  significance,  the  effec- 
tiveness and  the  productivity  of  this  form  of  taxation,  on  a  fairly 
broad  basis  of  actual  experience. 

Heretofore,  most  discussions  of  sales  taxation  in  the  United  States 
have  tended  to  confine  themselves  to  a  rather  academic  listing  of 
pros  and  cons — of  arguments  for  and  against.  Most  of  you  are  famil- 
iar with  the  series  of  stock  phrases  that  have  long  been  used  to  sum 
up  the  alleged  good  and  bad  points  of  the  sales  tax.  However  the 
summary  was  phrased,  it  usually  reduced  itself  into  the  conclusion 
that  the  problem  of  the  general  sales  tax  was  a  problem  of  balancing 
equity,  (in  which  the  tax  was  supposed  to  be  conspicuously  lacking), 
against  ease  of  collection  and  administration  and  adequacy  of  pro- 
ceeds, in  respect  to  which  the  tax  was  somewhat  notoriously  desir- 
able. "  A  general  sales  tax  should  be  condemned,  because  it  is  not 
based  upon  ability  to  pay,  but  it  is  easy  to  collect  and  will  bring 
in  the  money."  Haven't  we  now  reached  a  point  where  we  can  at 
least  begin  to  check  upon  these  stock  arguments  and  stock  con- 
clusions and  see  how  far  they  may  or  may  not  coincide  with  our 
accumulating  sales  tax  experience  ? 

I  have  no  wish  this  evening  to  present  any  argument,  either  for 
or  against  the  sales  tax,  on  the  side  of  its  equity.  The  sales  tax  is 
admittedly  regressive  and — considered  alone — bears  relatively  more 
heavily  upon  economically  less  able  consumers.  It  may  be  worth 
while  recalling,  however,  that  equity  of  apportionment,  or  levy  in 
accordance  with  ability  to  pay,  is  not  an  important  quality  of  a 
given  tax,  however  important  a  quality  it  may  be  in  a  tax  system. 
The  sales  tax  is  devised,  after  all,  as  part  of  a  tax  system,  and  not 
as  all  of  it.  Consequently  its  fairness  and  equity  necessarily  depend 
upon  the  other  taxes  which  go  to  make  up  that  system. 

Therefore,  let  us  turn  to  the  more  objective  questions,  on  the 
administrative  side.  Is  a  general  sales  tax  or  a  retail  sales  tax  a 
productive  engine  of  revenue  ?  Is  it  simple  to  devise  and  easy  to 
administer  ?  Does  it,  to  all  intents  and  purposes,  collect  itself — 
all  as  the  advance  notices  have  claimed? 

There  can  no  longer  be  any  real  question  but  that  a  state  sales 
tax  is,  or  rather  can  be  made,  a  productive  levy,  of  substantial  fiscal 
importance.     In  some  of  our  states,  anticipations' of  the  revenue  to 
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be  derived  from  proposed  sales  tax  measures  have  been  unduly  opti- 
mistic. A  number  of  the  state  sales  taxes  have  not  produced  very- 
impressive  returns,  especially  when  measured  against  the  proceeds 
of  property  taxes.  Thus,  as  already  noted,  the  few  American  state 
sales  taxes  in  force  prior  to  1930  were  of  almost  negligible  impor- 
tance, from  the  point  of  view  of  revenue.  The  original  West  Vir- 
ginia tax  produced  an  average  yield  of  a  little  under  three  million 
dollars  annually,  of  which  less  than  one-seventh  was  derived  from 
strictly  retail  sales.  Similarly  the  older  gross  receipts  tax  of  Con- 
necticut, the  Delaware  tax  on  merchants  and  manufacturers,  the 
old  Pennsylvania  tax  on  wholesale  and  retail  gross  receipts,  all  were 
responsible  for  from  2%  to  3y2%  of  the  state  tax  revenues  of  the 
respective  states.  The  explanation  of  these  results,  of  course,  lies 
in  the  fact  of  the  high  exemption  of  $10,000  in  West  Virginia  and 
the  very  modest  rates  of  all  of  the  other  taxes  mentioned. 

Beginning  with  the  general  sales  and  retail  sales  taxes  enacted 
in  1933,  with  no  exemptions  or  small  exemptions,  and  with  rates 
of  2%  to  3%,  it  has  become  clear  that  very  substantial  yields  may 
be  expected.  In  Michigan,  for  example,  with  a  tax  covering  only 
retail  sales,  exemption  of  $600  per  annum  and  a  rate  of  3%,  the 
yields  for  the  two  fiscal  years  ending  June  30,  1934  and  1935,  have 
been  $31,400,000  and  $38^00,000  respectively.  These  figures  should 
be  compared  with  a  state  general  property  tax  levy  which  never 
exceeded  thirty  million  dollars  a  year  and  which  has  been  entirely 
replaced  by  the  sales  tax.  The  California  tax,  with  a  3%  rate,  is 
now  designed  to  yield  some  $59,500,000;  the  Illinois  tax,  at  2%, 
about  $60,000,000;  the  1%  Oklahoma  tax,  I  understand,  some  $5,- 
000,000. 

It  is  apparent,  therefore,  that  the  question  of  yield  is  a  question 
mostly  of  the  scope  or  generality  of  the  tax,  the  extent  of  exemp- 
tions and  the  rate  imposed.  Any  American  commonwealth  which 
is  willing  to  levy  a  tax  upon  total  retail  sales,  without  substantial 
exemptions,  and  at  a  rate  of  at  least  2%,  can  reasonably  anticipate 
revenues  which  will  represent  a  substantial  proportion  of  its  total 
state  budget. 

In  setting  down  the  conditions  of  productivity,  the  significant 
condition  of  effective  administration  was  not  mentioned.  I  believe 
the  fiscal  results  of  the  taxes  enacted  in  the  last  two  years  have 
indicated  that  the  revenues  from  a  newly-imposed  sales  tax  are 
considerable,  even  before  an  effective  administrative  machine  is  built 
up.  In  other  words,  a  certain  proportion,  and  apparently  a  fairly 
high  proportion  of  the  tax  due  under  a  sales  tax,  collects  itself. 
This  is  far  from  saying,  however,  that  good  administration  is  not  a 
condition  of  satisfactory  yield,  for  the  only  yield  that  is  really  satis- 
factory is  a  yield  of  substantially  all  the  tax  that  is  due,  since  in- 
effective administration,  of  course,  means  unfairness  and  inequity, 
in  the  application-  of  the  measure.     Furthermore,  it  is  by  no  means 
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certain  that  a  sales  tax,  once  established,  will  continue  to  "  collect 
itself  "  automatically,  without  administrative  supervision  of  a  high 
calibre.  On  the  contrary,  I  believe  that  sales  tax  yields  will  decline, 
in  somewhat  the  same  manner  as  personal  property  tax  yields  have 
declined,  in  any  state  which  is  unwilling  or  unable  to  guarantee  to 
sales  tax  payers,  over  a  period  of  time,  that  the  tax  is  being  col- 
lected equally  and  fairly  from  all.  Nevertheless,  the  fact  remains 
that  sales  taxation  is  capable  of  producing  substantial  returns,  pro- 
ducing them  quickly,  and  of  maintaining  them,  for  a  time  at  least, 
even  in  the  face  of  very  meagre  machinery  of  collection. 

These  facts,  of  course,  explain  the  rapid  spread  of  sales  taxation 
during  a  period  of  depression,  when  traditional  tax  sources  have 
been  cut  off  by  property  tax  delinquency  and  by  statutory  and  con- 
stitutional limitations  upon  tax  rates,  for  the  sales  tax  is  an  unavoid- 
able emergency  tax.  Likewise,  they  help  to  explain  the  pressure 
for  the  enactment  of  sales  taxes  which  has  been  placed  upon  many 
state  legislatures,  by  every  interest  which  desires  to  shift  its  own 
burden  of  taxation  to  more  capable  shoulders.  (Any  shoulders  are 
more  capable  of  bearing  a  tax  burden,  than  your  own.)  But  far 
more  important,  the  ability  of  sales  taxes  to  produce  substantial 
revenues  suggests  that  they  are  a  form  of  taxation,  with  which  state 
governments  in  this  country  will  be  forced  to  reckon,  not  as  a  mere 
emergency  measure,  but  permanently.  Desirable  or  not,  equitable 
or  inequitable,  a  tax  device  capable  of  producing  one-quarter  to  one- 
half  of  the  revenue  required  to  operate  a  state  government,  and 
already  established,  even  on  an  emergency  basis,  as  a  part  of  that 
state's  fiscal  machinery,  is  going  to  be  difficult  to  dislodge.  We  can 
confidently  expect,  or  fear,  if  you  prefer,  that  some  form  of  taxa- 
tion of  general  sales  is  going  to  be  a  permanent  part  of  the  tax 
systems  of  many  of  our  states  for  a  good  many  years  to  come. 

If  the  sales  tax  is  to  play  a  permanent  role  in  American  state 
finance,  however,  it  becomes  all  the  more  important  that  the  prob- 
lems and  difficulties  of  sales  tax  administration,  and  of  sales  tax 
policy,  be  clearly  understood.  Is  a  sales  tax  easy  to  devise  and 
to  administer  ?  That  question,  our  experience  of  the  past  three  or 
four  years  permits  us  to  answer  a  little  better  that  we  could  in  1930. 

The  sales  tax  is  very  easy  to  administer — and  very  difficult  to 
administer  adequately.  It  is  not  particularly  difficult  to  draft  a 
piece  of  legislation  which  will  levy  a  tax  of  2°/0  on  some  more  or 
less  vaguely  defined  class  of  transactions.  Moreover,  when  it  is 
passed,  some  money  will  come  in — in  fact,  quite  a  lot  of  money. 
But  if  we  are  to  define  sharply  a  homogeneous  and  consistent  class 
of  transactions,  or  series  of  such  classes,  upon  which  the  tax  is  to 
be  levied;  if  we  are  to  settle  consistently  and  reasonably  all  the 
border-line  cases  which  inevitably  result  from  any  singling  out  for 
taxation  of  a  particular  class  of  transactions;  if  we  are  to  fit  our 
sales  tax  scheme  into  the  framework,  both  of  state  constitutional 
limitations  and  the  interstate  commerce  clause ;  and  finally,  if  we 
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desire  to  collect  that  tax,  without  either  undue  hardship  on  business — 
overshifting  of  the  burden  to  consumers — or  widespread  evasion ;  we 
shall  find  the  task  of  administering  the  sales  tax  by  no  means  the 
easy  and  simple  matter  it  has  sometimes  been  pictured.  I  want  to 
illustrate  these  propositions  by  suggesting  a  series  of  questions  which 
the  simple  proposal  to  levy  a  sales  tax  necessarily  raises. 

Let  us  begin  with  the  question :  What  is  a  sales  tax  ?  American 
experience  during  the  past  three  years  has  already  presented  quite  a 
variety  of  imposts  to  which  the  term  "  sales  tax  "  has  been  applied. 
As  one  state  law  has  been  added  to  another,  a  few  fairly  well  denned 
types  of  sales  taxes  have  begun  to  emerge.  The  first  problem,  and 
perhaps  the  most  difficult,  facing  any  state  which  is  considering  the 
enactment  of  sales  tax  legislation,  is  the  choice  among  these  several 
types,  or,  in  other  words,  the  delimitation  of  the  precise  scope  of 
the  tax. 

Incidentally,  it  has  gradually  become  accepted  usage  to  exclude 
from  the  term  "  sales  taxes  "  excise  taxes  levied  upon  the  sale  of 
specific  articles,  such  as  gasoline,  tobacco  and  so  on.  Selective  ex- 
cise taxes  of  this  type  are  an  old  story  in  American  finance,  but 
it  has  been  tacitly  agreed  that  a  sales  tax  is  something  more  gen- 
eral than  this.  Likewise,  the  so-called  chain  store  taxes,  recently 
enacted  by  many  states  should  I  think  be  excluded,  because  of  their 
quite  special  purposes  and  effects.  The  sales  tax  then  is  a  general 
levy  on  proceeds  of  sales,  without  reference  to  particular  commodi- 
ties or  particular  systems  of  retail  distribution.  Just  how  general, 
then,  can  and  should  a  sales  tax  be  ? 

The  most  restricted  base  commonly  used  by  American  states  is 
retail  sales  of  tangible  personal  property  and  about  one-half  of  the 
state  enactments  of  the  past  three  years  have  been  so-called  "  retail 
sales  "  taxes.  To  retail  sales  of  tangible  property  may  be  added, 
however,  retail  sales  of  public  utility  services,  admissions,  and  even 
professional  services.  These  broader  forms  of  the  retail  sales  tax 
might  well  be  called  "  retail  gross  receipts  "  taxes.  A  more  general 
type  of  tax  would  include  sales  not  only  at  retail  but  also  at  whole- 
sale, together  with  sales  by  manufacturers.  Such  a  tax  would  con- 
stitute a  "  general  sales  "  tax,  as  distinct  from  a  retail  sales  tax,  and 
its  extension  to  sales  of  services  and  value  of  production  of  extrac- 
tive industries  (as  has  been  made  familiar  by  the  West  Virginia  and 
Mississippi  taxes)  would  give  us  a  "general  gross  receipts"  tax. 
Finally,  the  furthest  reach  of  this  type  of  taxation  would  be  achieved 
by  a  "  gross  income  "  tax,  which  would  be,  in  effect,  a  tax  upon  all 
receipts,  of  whatever  nature,  including  receipts  from  casual  property 
transactions  and  salary  and  wage  payments.  No  American  state 
has,  as  yet,  attempted  to  levy  a  completely  general  gross  income 
tax.2 

2  This  classification  is  a  modification  of  that  used  by  Haig  and  Shoup  in 
their  study  entitled  "  The  Sales  Tax,"  New  York,   1934.     Haig  and  Shoup 
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The  foregoing  classification  suggests  several  important  issues. 
The  broadening  of  the  base  of  the  sales  tax  beyond  retail  sales  com- 
plicates the  tax  very  materially  and  greatly  increases  both  the  diffi- 
culty of  drafting  a  satisfactory  measure  and  of  administering  it, 
when  enacted.  A  retail  sales  tax  can  and  should  be  levied  at  a 
flat  rate.  A  general  sales  tax  must  set  up  a  careful  classification 
of  transactions  and  a  multiplicity  of  rates,  since  sales  of  manufac- 
turers, wholesalers  and  retailers,  for  example,  must  be  treated  dif- 
ferently. The  competitive  situations  of  these  three  classes  of  sellers 
are  quite  different  and  consequently  their  ability  to  pass  sales  taxes 
on  to  consumers.  Moreover,  turnover  and  profit  margins  are  char- 
acteristically different,  for  wholesale  and  retail  merchants.  The 
penalty,  therefore,  for  broadening  the  base  of  the  sales  tax  is  its 
complication,  and  a  loss  of  much  of  the  simplicity  which  has  been 
traditionally  regarded  as  belonging  to  it.3 

On  the  other  hand,  of  course,  broadening  the  base  makes  possible 
the  raising  of  the  necessary  revenue  at  a  lower  general  level  of 
rates.  The  present  Michigan  sales  tax,  for  example,  is  a  3%  levy 
on  retail  sales,  which  was  enacted  as  a  substitute  measure  for  a  gen- 
eral gross  receipts  tax  which,  had  it  been  adopted,  would  have 
produced  approximately  the  same  revenue,  with  a  maximum  rate  of 
2%  on  retail  sales.  If  the  sales  tax  is  to  be  regarded  primarily  as 
an  emergency  measure,  designed  to  stop  a  temporary  gap  in  the 
budget,  and  particularly  if  that  gap  is  so  wide  as  to  require  a  retail 
sales  tax  of  more  than  2%,  it  would  seem  desirable  to  select  the 
more  general  type  of  levy,  keep  the  rates  down,  and  work  out  the 
complications  in.  the  best  manner  possible.  On  the  other  hand,  the 
retail  tax,  whether  of  the  sales  or  gross  receipts  variety,  is  probably 
the  better,  as  a  permanent  measure,  particularly  if  the  revenue  which 
must  be  derived  from  this  source  permits  the  rate  to  be  kept  at  a 
reasonable  level.  This  conclusion  is  partly  based  upon  the  fact  that 
any  sales  tax  will  be  largely  passed  on  to  consumers.  Consequently, 
the  generalization  of  the  retail  tax  into  a  tax  covering  transactions 
at  all  stages  of  the  industrial  process,  not  only  tends  to  pyramid  the 
tax  on  the  final  consumer,  but  pyramids  it  unequally.  A  general 
sales  tax  or  general  gross  receipts  tax  consequently  bears  with 
undue  weight  upon  those  commodities  which  pass  through  many 
economic  stages,  before  reaching  final  consumers  and  offers  unwar- 
ranted premiums  to  highly  integrated  producers  or  lines  of  produc- 
tion.    A  flat  tax  upon  retail  sales  only,  while  it  is  of  course  regres- 

use  the  term  "  retail  sales  tax  "  to  include  both  levies  on  sales  of  tangibles 
and  levies  on  tangibles  and  services.  It  may  be  noted  that  we  have  no 
purely  wholesale  sales  tax,  or  manufacturers'  sales  tax  to  deal  with  in  any 
American  state. 

3  The  original  West  Virginia  and  the  Mississippi  taxes  illustrate  the 
multiplicity  of  schedules  and  rates  required  by  the  extension  of  the  tax. 
The  former  tax,  for  example,  had  some  twelve  classes  of  sales  and  eleven 
rates. 
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sive,  when  related  to  consumers'  incomes,  is  at  any  rate,  equal  in 
its  burden  upon  all  types  of  consumers.  Furthermore,  a  general 
sales  tax,  although  largely  passed  on,  is  still  likely  to  become  in 
some  measure  a  tax  upon  business  profits.  This  phase  of  the  matter 
will  be  touched  upon  further. 

The  element  of  equality  claimed  for  the  flat-rate  retail  tax  depends, 
however,  upon  whether  or  not  it  is  possible  to  set  off  accurately  a 
class  of  transactions  which  will  include  all  retail  sales  and  nothing 
besides.  That  leads  us  to  our  second  question :  What  is  a  retail 
sale? 

Those  American  states  which  have  attempted  in  the  past  few 
years,  to  levy  so-called  "  straight  retail  sales  taxes  "  have  commonly 
defined  the  class  of  transactions  to  which  the  tax  should  apply,  as 
"  sales  of  tangible  personal  property  for  use  or  consumption  and  not 
for  resale  ".  A  careful  search  of  the  case  material  on  taxation  fails 
to  disclose  any  accepted  judicial  definition  of  such  terms  as  "  retail  ", 
"  wholesale  ",  "  consumer  "  and  so  on.  The  legislative  phraseology 
above  cited  therefore  stands  as  the  definition  of  a  retail  sale,  in  nearly 
all  of  these  states.  In  point  of  fact,  however,  the  application  of  such 
a  definition  fails  to  produce  a  sales  tax  that  meets  the  ideal  require- 
ment of  burdening  equally  all  items  of  consumption  purchased  by 
final  consumers. 

Most  important,  perhaps,  it  includes  within  the  scope  of  the  tax 
a  wide  variety  of  transactions  which  are,  by  all  commonly  accepted 
economic  and  business  standards,  really  wholesale  sales.  Under  the 
definition,  a  flow  of  merchandise  from  manufacturer  to  jobber,  from 
jobber  to  wholesaler  and  from  wholesaler  to  retailer  is,  of  course, 
exempt  and  but  one  tax  attaches,  on  the  final  sale  of  the  retail 
merchant  to  his  consumer.  However,  this  flow  of  merchandise  in- 
cludes a  substantial  segment  of  products  which  are  never  destined 
to  reach  the  final  consumer  at  all.  These  are  the  goods  purchased 
by  manufacturers  and  industrial  producers,  by  mine  owners,  farm- 
ers, wholesalers  and  so  on,  not  to  be  resold,  it  is  true,  and  at  the 
same  time,  not  to  be  finally  consumed,  but  rather  to  be  expended  and 
used  up  in  further  productive  processes.  Should  these  sales  be 
taxed  in  a  retail  sales  tax?  Clearly  no,  if  the  tax  is  to  be  an  equal 
levy  on  the  final  consumption  of  all  goods.  For  the  most  part,  sales 
of  supplies  to  industry  are  not  even  made  by  retail  establishments ; 
they  are  made  by  wholesale  houses  or  directly  by  other  manufactur- 
ers and  they  are  made  in  wholesale  quantities,  at  wholesale  prices 
and  at  such  margin  of  profit  as  may  be  available  in  wholesale  busi- 
ness. Nevertheless,  they  are  sales  for  use  or  consumption  and  fall 
within  the  scope  of  the  typical  retail  sales  tax.  In  my  own  state,  an 
attempt  was  made  to  secure  a  judicial  definition  of  the  terms  "  use  " 
or  "  consumption  "  which  would  exclude  sales  not  made  to  final  con- 
sumers who  purchased  goods  for  their  personal  satisfaction,  rather 
than  for  further  use  in  a  productive  process.     While  this  attempt 
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was  unsuccessful,  the  Michigan  Sales  Tax  Act  has  been  amended, 
to  exclude  sales  to  industrial  producers  or  for  use  in  production  and 
thereby  the  tax  has  been  more  sharply  confined  to  real  retail  sales 
and,  in  my  opinion,  has  been  vastly  improved.4 

The  exclusion  of  what  are  in  reality  wholesale  transactions  from 
the  scope  of  a  retail  sales  tax  is  especially  important,  in  view  of 
the  fact  that  any  sales  tax  intended  to  reach  wholesale  sales  would 
certainly  differentiate  between  wholesale  and  retail  transactions,  by 
levying  a  much  lower  tax  upon  the  former.  Wholesale  trade  is 
subjected  to  wider  competition,  geographically,  than  retail  trade  and, 
in  consequence,  the  average  wholesaler  is  subject  to  out-of-state  com- 
petition, to  a  much  greater  degree  than  is  the  retailer.  It  follows, 
therefore,  that  what  may  be  an  entirely  reasonable  rate  to  levy  upon 
retail  sales,  may  be  unduly  burdensome  or  even  disastrous,  when 
collected  from  wholesalers  and  paid,  because  of  competitive  situa- 
tions, out  of  their  profits.  Finally,  of  course,  it  is  quite  clear  that 
if  wholesale  transactions  are  to  be  taxed,  the  tax  should  be  uniform 
and  reach  the  entire  mass  of  wholesale  trade. 

The  usual  scope  of  the  state  retail  sales  taxes  may  not  only  be 
criticized  for  including  too  much,  but  possibly  likewise,  for  including 
too  little.  The  majority  of  these  taxes  are  restricted  to  transfers 
of  tangible  personal  property.  The  exclusion  of  sales  of  real  estate 
from  the  reach  of  a  retail  sales  tax  is  desirable.  The  magnitude  of 
the  transactions  involved  would  lead  to  unduly  burdensome  levies,  if 
taxed  at  the  usual  sales  tax  rates.  The  exclusion  of  sales  of  in- 
tangibles and  of  services,  however,  is  a  more  questionable  matter. 
It  is  difficult  to  discover  a  good  reason  for  taxing  the  sale  of  an 
automobile  radio,  let  us  say,  and  exempting  the  sale  of  the  service 
of  installing  that  radio  in  a  car.  It  is  difficult  to  justify  the  exemp- 
tion of  admissions  to  places  of  amusement  and  the  exemption  of 
sales  of  public  utility  services.  To  make  such  exclusions  from  the 
tax  is  again  to  weight  the  scale  in  favor  of  one  kind  of  consumption, 
at  the  expense  of  another,  and  for  no  good  reason. 

In  addition  to  considerations  of  economic  fairness,  the  exemption 
of  services  from  a  retail  sales  tax  inevitably  raises  some  difficult  ad- 
ministrative questions.  What  is  a  sale  of  tangible  personal  property  ? 
When  a  shoemaker  repairs  a  pair  of  shoes,  is  he  selling  you  sole 
leather  or  is  he  selling  you  service  ?  Is  the  architect  who  draws  the 
plans  for  your  home,  selling  you  drawings — tangible  personal  prop- 
erty— or  an  intangible  service?  And  if  the  answer  is  to  be  that 
the  architect  is  selling  services,  despite  the  transfer  of  the  tangible 
drawings,  and  the  shoemaker  is  selling  services,  despite  the  inclusion 
of  the  tangible  leather,  does  it  not  follow  that  every  sale  of  merchan- 

4  The  case  referred  to  is  The  B oyer-Campbell  Company  et  al.  v.  The 
State  Board  of  Tax  Administration,  271  Mich.  282;  decided  April  g,  1935. 
The  decision  was  followed  by  the  amendment  of  the  General  Sales  Tax  Act, 
by  P.  A.  77,  1935,  approved  and  effective  May  23,  1935. 
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dise  is  a  sale  of  services,  in  at  least  some  measure  ?  Even  the  sale 
of  articles  which  are  obviously  tangible  personal  property  requires 
the  provision  of  some  service  of  selling,  or  delivery  or  what  not. 

The  conclusion  here,  of  course,  is  that  the  lines  of  demarcation 
between  property  and  services  and  between  tangible  and  intangible 
property  are  necessarily  shadowy  and  such  lines  can  be  drawn  for 
the  purpose  of  tax  administration,  only  by  the  making  of  more  or 
less  arbitrary  rules  and  regulations.  Every  tax  administrator  knows 
that  arbitrary  rules  are  productive  of  trouble,  dissatisfaction  and 
litigation.  Consequently,  if  we  are  to  tax  consumption  at  all,  in  any 
general  sense,  that  is,  if  we  are  to  levy  more  than  a  few  selective 
excise  taxes,  is  it  not  better  to  be  entirely  general  and  recognize  that, 
from  the  point  of  view  of  the  consumer  who  is  going  to  be  our  real 
taxpayer,  there  is  no  important  difference  between  purchases  of 
services  and  purchases  of  property  and  that  every  purchase  of  prop- 
erty is,  in  itself,  to  some  degree,  a  purchase  of  service?  A  number 
of  the  more  recent  state  sales  tax  acts  have  partially  recognized  this 
principle  and  have  extended  the  scope  of  the  tax  beyond  retail  sales 
of  mere  tangible  personalty. 

Having  marked  out  our  class  of  retail  sales  or  general  sales,  as 
the  case  may  be,  what  is  sound  judgment  on  the  touchy  problem  of 
exemptions  ?  Exemptions  in  state  sales  taxes  have  taken  two  prin- 
cipal forms :  the  exemption  of  a  minimum  amount  of  annual  or 
monthly  sales  and  the  exemption  of  proceeds  of  sales  of  specific 
articles,  either  necessities  of  life  or  articles  already  subject  to  some 
specific  excise  tax.  Foodstuffs  and  gasoline  are  typical  examples  of 
the  two  situations. 

For  the  first  class  of  exemptions,  a  sound  administrative  reason 
may  be  given,  namely,  that  it  is  unduly  troublesome  and  expensive 
to  collect  sales  taxes  from  extremely  small  enterprises.  We  have 
set  the  level  in  Michigan  at  $600  a  year.  Indiana  has  set  it  at 
$1,000  a  year,  Mississippi  has  recently  repealed  her  $1200  exemption. 
The  sole  basis  for  such  an  exemption  is,  of  course,  mere  adminis- 
trative convenience.  It  follows,  consequently,  that  if  the  exemption 
exceeds  in  amount  the  level  that  is  necessary  to  exclude  establish- 
ments from  which  the  collection  of  the  tax  would  be  unduly  expen- 
sive, no  justification  remains.  The  reason  for  a  higher  exemption, 
for  example  the  $10,000  in  the  West  Virginia  sales  tax  and  the 
830,000  in  the  former  Georgia  sales  tax,  is,  of  course,  to  make  the 
levies  in  question  not  revenue  measures  primarily,  but  devices  for 
discriminating  against  large-scale  merchandising  enterprises.  Thus 
a  high  exemption  raises  much  the  same  question  as  is  presented  by 
the  chain  store  tax,  the  question  of  the  desirability  of  penalizing  some 
specific  type  of  distributing  system,  in  favor  of  another  type.  Con- 
sideration of  the  chain  store  tax  problem,  however,  is  beyond  the 
intention  of  this  paper. 
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For  the  exemption  of  specific  commodities  already  adequately 
taxed  and  for  the  exemption  of  foodstuffs,  some  very  sound  consid- 
erations may  be  urged.  It  is  beyond  question,  that  any  retail  sales 
tax  bears  relatively  more  heavily  upon  the  poor  than  upon  the  well- 
to-do  consumer.  In  consequence,  the  exemption  of  foodstuffs  in 
particular  has  much  to  commend  it.  Unfortunately,  in  a  number  of 
commonwealths,  of  which  my  own  state  is  one,  the  exemption  of 
specific  articles  from  a  general  retail  sales  tax  is  of  very  doubtful 
constitutionality.  Everyone  conversant  with  the  recent  history  of 
sales  taxation  in  this  country  will  recall  that  the  original  Illinois 
sales  tax,  enacted  early  in  1933,  was  held  unconstitutional,  partly  by 
reason  of  its  inclusion  of  such  exemptions.  They  were  accordingly 
omitted  from  a  second  Illinois  sales  tax  passed  later  in  the  year.5 
A  number  of  states  whose  constitutions  contain  uniformity  clauses 
like  that  of  Illinois  have  been  forced  to  follow  the  same  example. 

The  next  question  to  be  raised  is  one  not  yet  answerable :  What 
transactions  can  a  state  tax  constitutionally?  The  constitutional 
inability  of  any  state  to  levy  a  tax  which  interferes  with  or  burdens 
interstate  commerce  is  one  of  the  most  serious  obstacles  in  the  work- 
ing out  of  an  economically  effective  state  sales  tax.  State  tax  ad- 
ministrators have  long  been  familiar  with  the  operation  of  this  limi- 
tation in  other  fields,  but  it  seems  likely  that  the  recent  development 
of  state  sales  taxes  will  make  it  necessary  once  more,  to  work  out 
the  distinction  between  interstate  and  intrastate  commerce  and  to 
redetermine  the  scope  of  the  states'  authority.  The  inability  of  any 
state  to  tax  a  sale  of  goods  negotiated  across  a  state  line  and  calling 
for  delivery  in  another  state,  is  of  course,  well  recognized  and,  in 
itself,  constitutes  no  small  obstacle  to  effective  state  sales  taxation. 
Even  in  the  case  of  a  purely  retail  sales  tax,  a  good  deal  of  hard- 
ship results,  where  merchants  in  one  state  are  subjected  to  out-of- 
state  competition  which  is  free  of  tax.  The  hardship  is,  of  course, 
much  greater  in  some  situations  than  in  others  and  reaches  its  maxi- 
mum in  those  numerous  cases  where  two  towns  or  cities  are  located 
very  near  to  each  other  and  on  opposite  sides  of  a  state  line.  The 
difficulty  of  passing  on  a  sales  tax,  when  your  consumers  can  make 
their  more  sizable  purchases  free  of  tax,  by  traveling  a  few  miles, 
or  possibly  only  a  few  rods,  is  sufficiently  apparent.  Likewise,  the 
sales  tax  offers  a  new  and  doubtless  welcome  advantage  to  concerns 
doing  interstate  business  by  mail. 

Aside  from  the  cases  where  obviously  the  state's  power  to  tax 
does  not  exist,  there  are  numerous  types  of  transactions  in  which 
its  power  is  merely  doubtful  and  will  require  ultimate  judicial  deter- 
mination. Where  a  sale  is  negotiated  within  a  state  but  the  goods 
sold  are  not  in  the  state  at  the  time  and  must  be  brought  in,  possibly 
under  direct  consignment  to  the  purchaser,  does  the  sales  tax  attach  ? 
Similarly,  if  the  goods  are  within  the  state  at  the  time  of  the  sale 

5  Winter  v.  Barrett,  352  111.  451,  decided  May  10,  1933. 
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and  are  purchased  within  the  state,  but,  as  a  condition  of  the  trans- 
action, must  be  delivered  to  the  buyer  in  some  other  jurisdiction? 
Finally,  how  far  will  the  states  be  able  to  extend  their  sales  tax 
jurisdiction,  even  in  the  event  of  the  enactment  of  such  federal 
legislation  as  was  sought  a  year  or  so  ago,  specifically  authorizing 
the  state,  by  Act  of  Congress,  to  tax  interstate  sales  ?  The  power  of 
Congress  to  grant  such  a  right,  is,  in  view  of  the  interstate  com- 
merce provision  of  the  Federal  Constitution,  at  least  doubtful.  All 
of  these  questions  and  doubtless  others  must  receive  final  answers 
from  the  supreme  court  and  the  answers,  I  fear,  will  not  be  uni- 
formly favorable  to  extensions  of  state  authority.  Here  is  an  addi- 
tional reason  for  confining  sales  taxation  to  retail  transactions,  where 
with  moderate  rates,  the  competitive  results  are  not  too  damaging. 

Just  as  the  problems  involved  in  determining  the  proper  scope 
and  character  of  a  sales  tax  are  more  complex  than  has  been  com- 
monly thought,  so  likewise  on  the  side  of  administrative  procedure 
and  collection,  the  sales  tax  is  not  by  any  means  an  easy  tax.  Varied 
collection  systems  are  being  tried  by  our  several  states  and  I  am  not 
prepared  to  express  any  judgment  on  the  merits  of  particular 
schemes.  In  Michigan  we  have  depended  upon  the  device  of  licenses 
for  the  privilege  of  engaging  in  business,  monthly  returns  and  audit 
of  the  returns  by  the  staff  of  our  Sales  Tax  Board.  The  yield  of 
the  tax  indicates,  I  think,  a  fairly  good  record  of  collections,  but 
the  effectiveness  of  the  auditing  procedure  has  not  been  thoroughly 
tested.  The  contrasting  systems  are  those  depending  upon  the  sale 
of  stamps  or  coupons,  and  requiring  the  affixing  thereof  to  each  art- 
icle of  merchandise  sold.  It  would  seem  to  be  doubtful  how  far  the 
consumer  can  be  depended  on  to  assist  in  the  enforcement  of  the  tax, 
by  checking  the  affixing  of  stamps.  Certainly  the  more  general  the 
form  of  tax,  the  less  applicable  the  stamp  method  becomes. 

But  if  frequent  returns  are  to  be  filed  by  a  number  of  thousands 
of  dealers  in  each  state,  and  are  to  receive  even  a  perfunctory  audit, 
we  have  at  once  assumed  a  pretty  complicated  administrative 
machine.  An  excise  tax  on  a  single  commodity,  especially  if  col- 
lected from  a  small  number  of  wholesalers  or  importers,  may  be  ex- 
ceedingly simple  of  administration.  But  we  cannot  expect  any  state 
to  collect  a  general  tax  requiring  contact  with  a  vast  number  of 
payers,  without  contemplating  the  creation  of  a  considerable  staff. 
As  usual,  much  of  the  success  of  the  tax  will  depend  on  the  skill 
and  judgment  of  that  staff. 

This  question  of  collection  inevitably  suggests  an  underlying  ques- 
tion :  Who  really  is  to  be  our  taxpayer  ?  Immediately  speaking,  any 
effective  sales  tax  will  have  to  be  collected  from  dealers,  whether 
the  legislation  imposing  it  makes  the  dealer  legally  liable  for  the  tax 
or  leaves  him  in  the  position  of  a  collection  agent  and  imposes  legal 
liability  on  the  consumer.  But  in  either  case,  is  it  the  duty  of  the 
state  to  provide  machinery  for  passing  the  tax  on  from  dealer  to 
consumer  ? 
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This  raises  the  difficult  questions  of  the  incidence  and  effects  of 
sales  tax  levies.  While  it  is  usually  impossible,  statistically  or  other- 
wise, to  prove  that  any  tax  is  or  is  not  shifted,  it  is  pretty  generally 
agreed  that  a  flat  rate  tax  on  retail  sales  will,  for  the  most  part,  be 
passed  on  from  dealer  to  consumer.  The  tax  is  a  cost  of  doing  busi- 
ness and  costs  must  be  covered,  if  business  is  to  continue,  and  so, 
in  the  long  run,  they  will  be  covered,  especially  where  no  competing 
seller  has  lower  costs,  by  reason  of  freedom  from  paying  the  tax. 
Moreover,  the  burden  of  a  2%  or  3%  sales  tax  is  too  considerable 
to  be  absorbed  out  of  retailing  profits.  This  last  fact  explains  why 
it  has  apparently  been  easier  for  dealers  to  shift  a  fairly  high  sales 
tax,  than  a  fairly  low  one.  The  size  of  the  burden  involved  has 
necessitated  an  immediate  readjustment  of  prices,  and  so,  custom 
and  established  business  practice  have  not  been  able  to  delay  the 
adjustment,  as  they  have,  where  the  tax  is  a  more  negligible  item. 

By  the  general  statements  just  made  I  do  not  mean  to  imply  that 
the  imposition  of  a  3%  sales  tax  will  be  immediately  followed  by  a 
3%  increase  in  the  price  of  each  article  sold  at  retail.  The  price  of 
a  5c  cup  of  coffee  did  not  increase  in  Michigan  on  July  1,  1933,  to 
5  15/100ths  cents.  It  hasn't  reached  that  figure  even  yet,  though 
I  sometimes  suspect  that  perhaps  the  coffee  is  not  quite  the  same. 
But  the  shifting  of  taxes  takes  place  in  many  and  sometimes  devious 
ways.  Changes  in  sizes  of  packages,  qualities  of  merchandise,  extent 
or  quality  of  service  and  so  on,  accomplish  shifting,  just  as  much  as 
direct  price  increases,  even  though  such  adjustments  are  less  read- 
ily noticed  and  usually  take  longer  to  accomplish. 

But  in  the  long  run,  barring  the  one  case  of  tax-free  competition 
within  or  without  the  state,  a  general  increase  in  selling  costs,  such 
as  a  sales  tax  occasions,  is  passed  on,  practically  in  toto,  to  buyers. 

In  view  of  the  practical  certainty  that  a  retail  sales  tax  will  be 
shifted  to  consumers,  the  efforts  of  a  number  of  state  laws  to  provide 
the  means  and  mechanism  for  the  collection  of  the  tax  from  buyers 
are,  in  my  own  opinion,  of  less  importance  than  has  sometimes  been 
accorded  them.  At  the  most,  a  provision  permitting  the  dealer  to 
pass  the  tax  on,  or  even  requiring  him  to  do  so,  or  providing  a  scale 
or  bracket  system  of  charges  for  his  use,  merely  assists  and  hastens 
an  adjustment  which,  in  any  case,  would  rather  promptly  take  place. 
Perhaps  the  greatest  advantage  of  such  devices  lies  on  the  side  of 
protecting  the  buyer  from  excessive  price  increases,  which  might  be 
indulged  in  by  some  dealers,  upon  the  excuse  of  the  sales  tax  levy. 

Just  as  special  provisions  for  assisting  dealers  to  pass  the  tax  on 
are  likely,  in  the  long  run,  to  be  largely  unnecessary,  so  the  same 
measures  are  unlikely  to  protect  dealers  from  the  real  source  of 
damage  and  loss  with  which  the  imposition  of  a  sales  tax  threatens 
them.  That  danger  can  be  expressed  in  a  word  or  two.  Any  sales 
tax  of  real  magnitude  necessarily  diverts,  through  the  channel  of 
tax  revenues,   funds  which   would   otherwise   constitute   purchasing 
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power  for  goods.  Too  great  a  diversion  means  some  restriction  of 
volume  of  trade  and  of  dealers'  profits.  No  device  for  helping 
the  merchant  shift  the  tax  will  offset  the  disadvantage  of  decreased 
goods  consumption  and  a  lower  volume  of  total  sales.6 

This  brief  discussion  of  incidence  has  assumed  a  flat-rate  retail 
sales  tax.  Any  extension  of  sales  taxation  to  other  than  the  retail 
level  of  trade  decreases  the  certainty  of  the  shifting  of  the  tax. 
While  flat-rate  sales  taxes  upon  wholesale  trade  or  upon  sales  by 
manufacturers,  would  likewise  constitute  additions  to  costs  and 
would  similarly  be  shifted  to  consumers,  if  such  taxes  were  levied 
uniformly  and  on  a  nation-wide  scale,  a  state  levy  cannot  act  uni- 
formly, because  of  large  elements  of  interstate  competition.  Con- 
sequently, a  state  general  sales  tax,  as  distinct  from  a  state  retail 
sales  tax,  is  somewhat  less  likely  to  be  shifted  and  somewhat  more 
likely  to  involve  elements  of  business  taxation.  In  other  words,  it 
will  in  many  cases  be  imposed  upon  taxpayers  who  will  find  that 
competition  of  tax-free  rivals  forces  them  to  absorb  the  tax  out  of 
profits.  Likewise,  any  discrimination  among  dealers,  at  any  level, 
decreases  the  possibility  of  shifting  and  makes  the  tax  in  part,  a 
business  tax.  This  is  true,  whatever  the  form  of  discrimination, 
whether  it  results  from  excessive  exemptions  or  from  graduation  of 
rates  on  the  basis  of  volume  of  sales  or  from  imposition  upon  only 
a  single  class  of  sellers.  Such  discriminations,  like  the  interstate 
situation,  produce  competition  between  taxed  and  tax-free  dealers. 

The  chain  store  tax  is,  of  course,  the  principal  example  of  an 
intentionally  discriminatory  tax  in  this  field.  It  is,  in  effect,  a  busi- 
ness tax,  rather  than  a  sales  tax,  for  it  is  levied  in  such  manner  as 
to  keep  the  incidence  upon  the  taxpaying  chain  store  and  to  impose 
a  burden  to  be  met  out  of  profits.  I  believe  that  it  is  fundamental 
to  a  consideration  of  the  sales  tax  problem,  to  distinguish  sharply 
between  such  business  taxes  and  the  taxation  of  consumption,  which 
the  sales  tax  is  intended  to  effect.  Certainly  if  it  is  our  intention 
to  create  a  system  of  business  taxation,  there  are  far  better  and  more 
certain  devices  available  for  doing  so,  than  can  be  found  in  the 
field  of  general  taxation,  based  on  volume  of  sales. 

In  conclusion,  perhaps  I  may  be  permitted  one  or  two  suggestions, 
which  have  occurred  to  me,  primarily  as  an  advisor  of  salestax  pay- 
ers, who  were  attempting  to  untangle  the  detailed  problems  of  de- 
termining their  taxability  or  non-taxability,  under  the  Michigan 
sales  tax  law.  In  the  first  place,  I  believe  that  effective  sales  tax  ad- 
ministration requires  the  building  up  of  a  mass  of  rulings  and  regu- 

6  The  above  discussion  of  incidence  and  effects  is  necessarily  brief  and 
elliptical.  It  is,  of  course,  true  that  the  amount  of  sales  tax  collected  by  a 
state  is  not  a  gross  deduction  from  consumers'  purchasing  power,  since  some 
part  of  such  collections  flows  back  into  trade,  through  the  purchases  of 
governmental  employees.  Nevertheless,  a  net  decrease  in  purchasing  power 
would  result  from  a  sales  tax,  through  the  diversion  of  some  part  of  the 
collections  to  uses  other  than  the  purchase  of  consumers'  goods. 
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lations,  less  voluminous,  but  just  as  carefully  worked  out  as  any  set 
of  income  tax  regulations.  American  business  is  extremely  varied 
and  no  legislation,  however  carefully  drafted,  can  possibly  anticipate 
the  variety  of  situations  which  must  be  faced  in  the  actual  admin- 
istration of  a  sales  tax  law. 

Second,  and  closely  linked  with  this  question  of  regulations,  is  the 
problem  of  review,  that  is,  the  problem  of  establishing  some  satis- 
factory form  of  appellate  authority,  to  which  the  taxpayer  may  go 
and  before  which  he  may  obtain  a  careful  and  impartial  review  of 
his  particular  problems.  I  suggest  that  the  two  questions  are  related, 
because  it  is  from  the  process  of  careful  and  intelligent  review  of 
specific  cases,  that  a  body  of  effective  sales  tax  regulations  will  ulti- 
mately be  built  up  in  each  of  our  states.  It  is  doubtless  true  that 
a  good  many  of  the  more  vital  questions  of  sales  tax  application  will 
have  to  be  formally  adjudicated,  but  there  remains  a  vast  field  of 
minor  questions,  of  interpretations  of  business  practice,  of  accounting 
problems,  of  mere  misunderstanding,  that  should  not  require  lawsuits 
for  settlement.  I  believe  that  adequate  machinery  for  the  discussion 
and  review  of  such  questions  would  help  very  materially  toward 
effective  sales  tax  administration. 

Finally,  I  must  add  one  suggestion  of  the  trite  but  true  variety. 
We  cannot  expect  adequate  sales  tax  administration  without  con- 
tinuity of  policy.  In  the  two  years  the  Michigan  tax  has  been  in 
operation,  we  have  gone  through  one  complete  replacement  of  ad- 
ministration and  personnel.  I  think  both  of  our  sales  tax  admin- 
istrators— Mr.  James  Mogan— and  the  present  managing  director  of 
our  Sales  Tax  Board,  Mr.  Joseph  S.  Feneley — have  done  excellent 
work  in  establishing  a  new  tax  and  making  it  fair  and  effective.  We 
have  been  twice  blest.     But  I  dread  a  third  experience. 

If  the  sales  tax  is  to  be  a  permanent  element  in  the  American 
fiscal  scheme — as  I  believe  it  is — let  us  recognize  its  administrative 
difficulties  and  create  an  administrative  staff,  with  a  tenure  of  office 
sufficiently  long — five  years,  at  least, — to  permit  the  accumulation  of 
a  stabilizing  experience  and  the  development  of  wise  and  far-sighted 
administrative  policies. 

(After  Mr.  Caverly  had  continued  for  twenty  minutes  in  the 
reading  of  his  paper,  the  following  proceedings  took  place:) 

Chairman  Long  :  The  Doctor  will  have  some  additional  time. 
I  wanted  him  to  say  that  the  twenty  minutes  were  up.  In  fair- 
ness I  will  say  to  all  of  you  who  are  not  perhaps  fully  acquainted 
with  us  tax  fellows,  that  we  are  not  accustomed  to  talking  by  the 
clock ;  we  use  a  calendar.  I  am  going  to  ask  that  we  have  a  motion. 
Mr.  Reynolds  of  Wisconsin  moves  that  the  time  be  extended. 

(Motion  duly  seconded.) 

Chairman  Long:  All  in  favor  signify  by  saying  aye. 

(Ayes.) 
11 
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Chairman  Long  :  The  time  is  extended. 
Mr.  Harcourt  L.  Caverly  :  Thank  you. 

(Thereupon  Mr.  Caverly  continued  the  reading  of  his  paper  to 
its  conclusion.) 

Chairman  Long  :  I  might  say,  before  a  great  number  leave  the 
room,  that  there  are  two  more  speakers  this  evening.  While  the 
program  shows  but  one,  Dr.  Vaughan,  a  former  president  of  the 
National  Tax  Association,  will  speak,  and  also  Mr.  Sanders,  who 
is  shown  on  the  program. 

I  know  that  I  express  to  Professor  Caverly  the  thanks  of  the 
members  of  this  association  for  his  splendidly  prepared  paper,  which 
is  provocative  of  very  much  discussion,  which  I  hope  will  follow, 
after  the  two  next  speakers  are  finished. 

Before  introducing  Dr.  Sanders,  I  will  wait  until  the  persons 
from  the  dry  states  get  thoroughly  liquidated. 

(Several  members  of  the  audience  had  stepped  forward  to  the 
chairman's  table  to  have  a  drink  of  the  official  ice  water.) 

Chairman  Long  (continuing)  :  We  shall  now  go  from  the  Great 
Lakes  section  to  the  State  of  Oklahoma,  and  I  might  say  in  fair- 
ness to  Dr.  Sanders  that  he,  at  the  earnest  solicitation  of  the 
program  committee,  accepted  this  assignment,  which,  to  those  of 
you  who  know  the  difficulties  of  the  A.  A.  A.,  was  not  easily  handled 
from  the  particular  point  from  which  Dr.  Sanders  was  compelled 
to  assemble  his  material ;  but,  like  all  these  good  people  of  Oklahoma, 
he  was  anxious  to  make  this  conference,  so  far  as  the  Oklahomans 
could,  a  complete  success,  and  very  graciously  permitted  us  to  in- 
clude him  on  the  program. 

Dr.  Sanders  is  a  professor  at  the  Oklahoma  Agricultural  and 
Mechanical  College,  and  this  will  interest  Judge  Leser,  it  is  located 
in  Stillwater. 

He  is  going  to  speak  on  the  economics  of  the  processing  tax, 
and  after  that,  Dr.  Vaughan  will  speak  to  us  on  "  Fraud  in 
Taxation  ". 

Dr.  Sanders,  if  you  will  come  to  the  platform  we  shall  be  very 
happy  to  introduce  you  to  the  national  tax  conference. 

Mr.  J.  T.  Sanders:  (Oklahoma)  :  Mr.  Chairman,  if  tax  men  talk 
on  the  basis  of  a  calendar,  college  men  sometimes  talk  on  the  basis 
of  a  perpetual  calendar. 


FEDERAL  PROCESSING  TAXES  163 

THE  NATIONAL  SIGNIFICANCE  OF  THE  AGRICUL- 
TURAL PROCESSING  TAXES 

J.    T.    SANDERS 

Head,  Department  of  Agricultural  Economics, 
Oklahoma  A.  and  M.  College 

The  processing  tax  was  instituted  primarily  to  raise  revenue  to 
carry  out  a  recognized,  necessary,  economic  adjustment  between 
agriculture  and  non-agricultural  industry.  Therefore  it  had  both 
fiscal  and  social  adjustment  purposes.  To  a  group  of  scientific 
tax  experts,  such  as  the  National  Tax  Association  is,  the  fiscal 
aspects  of  taxation  are  probably  far  more  intriguing  than  the  social 
adjustment  aspects  of  the  tax.  To  the  untrained  man,  dealing  with 
taxation,  the  fiscal  aspects  are  often  minimized,  because  he  does 
not  understand  the  danger  and  defects  of  a  tax  used  for  social 
adjustment  purposes. 

I  cannot  qualify  as  a  tax  expert,  hence  feel  my  inability  to 
examine  critically  for  you  the  fiscal  aspects  of  the  processing  tax. 
I  have  tried,  however,  to  look  objectively  at  the  social  adjustment 
aspects  of  the  processing  tax.  In  fact,  the  subject  assigned,  "  The 
Economics  of  the  Processing  Taxes  "  implies,  it  seems  to  me,  that 
I  should  deal  more  particularly  with  the  social  adjustment  aspects 
of  the  tax.  It  is  my  purpose,  therefore,  to  deal  in  particular  with 
the  nature  of  the  agricultural  disparity  which  the  tax  was  intended 
to  correct,  to  inquire  into  the  tendency  toward  a  permanent  un- 
balanced relationship  between  agricultural  and  urban  industry,  and 
the  necessity  for  permanent  machinery  for  correcting  this  lack  of 
balance  between  farming  and  other  industry. 

I  do  not  propose  to  burden  you  with  a  long  array  of  economic 
facts  or  figures  showing  the  extent  to  which  agricultural  disparity 
has  existed,  since  the  World  War,  for  the  members  of  this  asso- 
ciation are  familiar  with  these  facts  and  figures.  Doubtless  all  of 
you  are  thoroughly  convinced,  not  only  of  the  existence  of  this 
disparity  but  of  the  economic  justice  of  a  correction  of  it. 

I  shall  call  your  attention  to  only  a  few  significant  statements  of 
facts  concerning  the  extent  of  this  disparity.  In  1920,  farmers  con- 
stituted 26  percent  of  those  gainfully  employed  in  America  and 
received  17  per  cent  of  the  national  income;  thus,  their  proportion 
of  the  income  was  65  percent  of  the  proportion  of  the  number 
employed.  This  ratio  of  income  to  number  employed  in  agriculture 
was  about  the  same  as  that  preceding  the  war.  By  1929  the  ratio 
of  income  to  number  employed  had  declined  to  50.  Agriculture 
was  therefore  receiving  a  return  that  was  proportionately  one-third 
less  than  that  preceding  or  immediately  following  the  war.     When 
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the  depression  struck  with  full  force,  after  1929,  agriculture,  which 
had  previously  suffered  relatively  very  much,  suffered  a  new  slump, 
proportionate  to  that  suffered  for  the  first  time  in  several  years  in 
all  industry.  Thus  in  1933,  agriculture  received  only  8.3  billion,  out 
of  a  national  income  of  46.8  billion  dollars,  or  less  than  18  percent 
of  the  total,  although  possibly  25  percent  of  all  gainfully  employed 
were  in  agricultural  pursuits  at  this  time.  In  other  words,  agri- 
culture, already  in  a  proportionate  slump  of  33  percent,  suffered  a 
further  reduction  of  its  income,  relatively  fully  as  much  as  all 
other  industry  experienced  following  1929. 

Following  1929,  the  volume  of  agricultural  production  declined 
between  only  five  and  six  percent,  whereas  non-agricultural  pro- 
duction reached  a  low  that  was  approximately  one-half  of  its 
volume  of  production  in  1929.  The  farmers'  physical  contribution 
to  the  national  well-being  was  maintained,  following  1929,  whereas 
non-agricultural  producers  reduced  their  contribution  by  half. 

Some  have  attributed  this  reduction  by  a  half,  in  non-agricultural 
production,  in  large  part  to  concentrated  control  in  industry ;  where- 
as in  agriculture  there  are  over  6,000,000  competing  separate  units, 
consequently  no  concentrated  control  for  price  maintenance  can  be 
had.  Industry  did  not  stop  its  plants  because  of  concentrated  con- 
trol or  concerted  plans  to  maintain  prices,  by  cutting  supplies.  In 
the  main,  it  cut  its  production  because  a  large  portion  of  the  cost 
of  a  shut  down  could  be  passed  off  on  labor,  which  occasioned  a 
smaller  loss  to  the  owners  than  would  have  been  suffered,  had 
plants  been  operated  with  a  lagging  reduction  of  wage  rate  and 
rapidly  falling  prices,  because  of  mounting  surpluses  of  their 
products.  The  farmer  and  his  family  are  largely  his  own  labor 
force  and  he  cannot  turn  himself  off.  Hence  he  loses  both  in 
labor  and  plant  loss,  with  a  shut  down.  He  therefore  sustains  per- 
sonally the  total  social  loss  from  his  closed  down  plant,  whereas 
industrial  owners  can  shift  a  large  part  of  the  total  social  losses 
to  labor.  By  a  strange  irony,  this  continued  service  brings  to  the 
farmer  not  even  a  sustained  percentage  of  income  in  a  time  of 
slumping  total  income,  but  yield  him  a  smaller  and  smaller  part  of 
the  rapidly  sinking  national  income. 

The  immediate  aspects  of  agricultural  distress  were  the  rapid 
decline  of  agricultural  prices  and  purchasing  power,  the  wide- 
spread increase  in  farm  foreclosures,  tax  delinquencies,  rural  bank 
failures,  and  similar  evidences  of  distress.  These  aspects  of  dis- 
parity will  disappear,  with  a  return  of  general  prosperity.  I  do 
not  propose  to  deal  with  these  aspects  of  disparity,  as  a  basis  for 
the  processing  taxes.  There  are  far  greater  and  more  fundamental 
forces  creating  a  more  or  less  permanent  unbalance  between  the 
farm  and  urban  society. 
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Rural  People  are  Probably  of  Average  American  Ability 

The  United  States  has  never  had  a  socially  or  economically- 
stratified  population,  in  any  sense  of  the  word.  It  is  true  that 
urban  people,  as  has  been  always  and  in  all  countries  the  case, 
have  had  relatively  more  wealth,  leisure,  and  luxuries  than  agri- 
cultural people,  but  the  latter  have  had  many  compensating  pos- 
sessions. Some  have  interpreted  this  difference  in  economic 
standards  of  rural  and  urban  people  as  indicating  an  inferior  class 
of  people  on  farms.  Some  have  contended  that  the  constant 
migration  from  agricultural  districts  to  urban  centers,  which  has 
characterized  our  nation  from  its  beginning,  has  resulted  in  a 
quality  of  rural  people  that  is  of  somewhat  lower  intelligence, 
capacity,  and'  ability,  than  that  found  in  urban  centers.  As  a 
result,  there  is  a  more  or  less  wide-spread  misconception  concern- 
ing the  ability  and  general  standards  of  intelligence  of  agricultural 
people. 

It  is  not  my  purpose  to  launch  into  a  tedious  and  unprofitable 
discussion  of  the  pros  and  cons  of  this  popular  misconceptiun. 
I  should,  however,  like  to  call  attention  to  the  conclusions  of  two 
of  the  most  capable,  present-day  sociologists,  Sorokin  and  Zimmer- 
man, of  Harvard  University,  on  this  point.  After  an  extensive 
review  of  present-day  literature  and  facts  relative  to  the  com- 
parative mental  characteristics  of  urban  and  rural  people,  they 
concluded  as  follows  : l 

"  We  have  analyzed  the  two  different  types  of  environment 
and  shown  conspicuous  differences.  We  have  analyzed  the 
two  different  types  of  behavior  in  the  individual  and  collective 
attempts  to  accommodate  to  these  environments.  Our  net  con- 
clusion is  that  the  bulks  of  either  population  do  not  show 
greater  ability,  on  the  whole,  than  the  bulk  of  the  other  to 
accommodate  to  these  environments.  The  most  important  dif- 
ference between  the  urban-rural  intellects  is  that  the  intelligence 
of  the  urban  population  shows  greater  variability  or  contrasts, 
from  that  of  the  rural  population.  The  cities  have  the  greatest 
amounts  of  genius,  on  the  one  hand,  and  the  greatest  amounts 
of  mental  defectives  on  the  other." 

Recent  investigations  have  shown  that  the  migrants  from  the 
country  do  not  consist  only  of  the  superior  people,  as  has  been 
claimed.  Rather,  they  consist  of  individuals  from  the  upper  strata 
of  rural  people  and  from  the  lower  strata.  Most  sociologists  now 
believe  that  the  general  quality  and  character  of  the  farm  people 
of   America   will   measure   up   to   the   average   standard   of   ability 

1  Pitirim  Sorokin  and  Carle  C.  Zimmerman,  Principles  of  Rural-Urban 
Sociology,  p.  281. 
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and  intelligence  of  urban  Americans,  and  that  migrations  have  had 
no  visible  effects  in  lowering  or  raising  the  general  level  of  in- 
telligence and  ability  of  rural  people,  as  compared  with  that  of 
urban  people.  If  this  is  the  case,  permanent  stratification  of  agri- 
cultural people  on  a  pronouncedly  lower  economic  level  than  urban 
people  cannot  be  accomplished,  without  endangering  tbe  stability 
of  our  economic  order.  Under  such  conditions  the  farmer  will  not 
supinely  submit  to  his  relative  peonage,  for  the  benefit  of  the  urban 
classes. 

The  Extent  and  Effect  of  the  Net  Movement  of  Rural 
Population  to  Urban  Centers 

The  more  or  less  permanent  cause  of  rural-urban  disparity  men- 
tioned previously  arises  out  of  a  constant  drain  of  rural  wealth  to 
cities,  by  a  continuous  net  flow  of  people  from  the  country  to  the 
cities.  Therefore,  before  undertaking  to  evaluate  the  processing 
tax,  in  relation  to  the  economic  life  of  American  agriculture  and 
urban  peoples,  it  would  be  well  to  examine  more  in  detail  the  extent, 
nature  and  effect  of  the  net  movement  of  population  to  cities. 
During  the  decade  1920  to  1929,  19  million  people  migrated  from 
farms  in  America  and  13  million  returned,  leaving  a  net  migration 
of  six  million  people.  More  than  half  of  this  migration,  60  percent, 
was  from  the  South,  many  states  in  the  South  sustaining  a  net  loss 
of  from  20  to  30  percent  as  many  people  as  their  farm  population. 
The  State  of  Texas  contributed  over  half  a  million  people,  while 
some  of  the  mountain  states  contributed  nearly  one-third  as  many 
people  as  their  total  farm  population,  to  this  migration  to  the  city. 
More  than  one-third  of  these  migrants  were  under  15  years  of  age 
and  another  one-third  was  between  15  and  25,  while  10  per  cent 
were  between  the  years  of  25  and  35.  Thus,  approximately  three- 
fourths  of  this  entire  migration  to  the  cities  consisted  of  people 
under  the  age  of  35,  the  great  majority  of  them  being  from  10  to  25 
years  of  age.2 

On  the  basis  of  the  1910  census,  which  contains  the  most  recent 
data  on  tbe  number  of  children  born  per  100  wives,  the  Milbank 
Memorial  Fund  showed  that  out  of  100  married  women,  those  from 
urban  districts  were  the  mothers  of  an  average  of  slightly  over 
150  children.  Those  from  rural  districts  were  the  mothers  of  250 
children.3  Recent  investigations  by  Dr.  O.  E.  Baker  of  tbe  United 
States  Department  of  Agriculture  revealed  the  fact  that  in  cities  of 
100,000  population  there  were  on  an  average  293  children  over  five 
years  of  age  for  each,  1,000  women  from  15  to  44  years  of  age.  In 
rural    villages   there   were   471    children    for  the   same   number   of 

2  Dr.  O.  E.  Baker,  "  Outlook  for  Rural  Youth,"  United  States  Depart- 
ment of  Agriculture,  Cooperative  Extension  Circular  223,  September,  1935. 
p.  4. 

:;  Ibid.,  Figure    139,  opposite   p.  22. 
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women,  while  on  farms  there  were  545  children.4  It  will  thus 
be  seen  that  there  were  nearly  twice  as  many  children  for  a  given 
number  of  women  of  child-bearing  age,  on  the  farms  of  America, 
as  there  were  in  the  large  cities  of  this  country. 

Not  only  is  there  an  excess  of  prospective  farmers  being  born 
in  the  country,  but  there  is  not  an  increased  need  for  the  services 
of  more  farmers,  to  feed  the  growing  population  of  the  nation. 
There  was  actually  a  smaller  number  of  people  engaged  in  agri- 
cultural pursuits  in  1930  than  there  was  in  1910.  This  declining 
number  engaged  in  agricultural  pursuits,  in  spite  of  a  rapidly  in- 
creased volume  of  agricultural  production,  is  the  direct  result  of 
increased  production  per  man,  due  to  improved  machinery  and 
technique  in  agriculture.  The  prospects  are  that  the  birth  rate  of 
rural  districts  will  remain  relatively  high,  compared  with  urban 
birth  rates,  and  that  improvement  in  technique  and  physical  pro- 
duction per  man  is  likely  to  continue  to  increase,  so  that  the  rapid 
net  migration  from  rural  centers  to  urban  centers  assumes  a  per- 
manent character.  Even  if  we  did  not  face  an  increase  in  pro- 
ductivity per  man  in  agriculture,  the  excess  of  birth  in  the  coun- 
try and  the  low  rate  in  cities  would  necessitate  a  continued  shift 
to  the  cities. 

Dr.  Baker  states  that  it  appears  that  the  cities  had  to  feed,  clothe, 
educate  and  provide  with  medicinal  services  only  a  little  over  40 
percent  of  the  young  people  who  started  to  work  in  their  indus- 
tries, stores,  and  offices,  in  the  decade  from  1920  to  1930.  Forty 
per  cent  of  their  working  forces  came  from  the  rural  regions  of 
America  and  20  per  cent  from  foreign  lands.  A  close  examination 
of  the  economic  significance  of  this  migration  reveals  to  an  astound- 
ing extent  the  financial  contribution  which  the  rural  sections  of 
America  contribute  to  urban  centers. 

The  continued  movement  of  these  farm-reared  and  educated 
people  to  the  city  constantly  drains  rural  districts  of  the  cost  of 
rearing  these  migrants  (food,  clothing,  shelter,  and  health  costs) 
and  the  cost  of  educating  them.  Besides  these  costs,  the  migrants 
inherit  a  share  of  wealth  presumably  equal  to  the  average  inherit- 
ance of  country  boys  and  girls.  They  cannot  take  this  physical 
wealth  to  the  city ;  however,  they  can  and  do  transfer  with  them 
to  the  city  the  net-earning  power  of  the  wealth.  Besides  this 
inherent  tendency  to  draw  wealth  from  the  farm,  without  any  com- 
pensating tendencies,  urban  politics  has  been  a  powerful  force  in 
obtaining  such  laws  as  the  high  protective  tariff  laws  which  have 
operated  to  the  advantage  of  urban  industry  and  to  the  distinct 
disadvantage  of  the  farmer.  If  time  permitted,  numerous  other 
examples  of  laws  adversely  affecting  farm  income  could  be  cited. 
For  example,  one  might  cite  the  recent  social  security  legislation, 

4  Ibid.,  Figure   io,  p.   iS. 
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which  doubtless  will  add  an  enormous  burden  to  industry,  which  in 
turn  must  be  passed  on  in  large  part  to  the  consumer  in  higher 
prices.  Since  the  farmer  is  engaged  in  the  principal  occupation 
left  entirely  out  of  direct  benefits  of  this  law  and  since  he  will 
necessarily  pay  a  higher  price  for  his  consumption  goods,  the  prob- 
able results  of  the  law  will  be  a  net  burden  to  the  farmer  and  a 
further  draft  on  rural-generated  wealth,  to  the  advantage  of  urban 
people. 

Considering  the  average  annual  cost  of  educating  rural  boys 
and  girls  as  $40.26,  in  southern  states,  including  West  Virginia, 
Virginia  and  Maryland  and  $87.44  for  all  other  states,5  for  eight 
years  of  schooling,  the  average  cost  for  southern  boys  and  girls 
who  migrate  to  the  cities  would  be  $322.  For  all  other  states  the 
average  expenditures  for  schooling  per  migrating  boy  and  girl, 
would  amount  to  $700.  Assuming  that,  as  Dr.  Baker  has  estimated, 
it  cost  $2000  to  rear  and  educate  a  boy  in  the  South  and  $3000  in 
the  northern  states,  we  have  a  remainder  of  $1678  in  the  South 
and  $2300  in  the  North,  to  pay  for  the  cost  of  feeding,  clothing  and 
maintaining  the  health  of  each  person,  from  babyhood  to  the  age  of 
twenty.  The  reasonableness  of  these  figures  for  rearing  a  child  in 
rural  districts  is  indicated  by  the  fact  that  it  amounts  to  approxi- 
mately $8  per  month  in  southern  states  and  $11  per  month  in  north- 
ern states.  The  total  cost  of  educating  and  rearing  chiMren,  there- 
fore, is  estimated  at  $2000  in  the  South  and  $3000  in  all  other 
states. 

Besides  the  cost  of  rearing  and  educating  each  of  these  boys  and 
girls,  it  is  assumed  that  each  of  them  falls  heir  to  a  normal  share 
of  inherited  wealth.  An  unpublished  study  of  some  1500  farmers 
in  Texas,  Tennessee,  and  Kentucky,  made  by  myself,  while  asso- 
ciated with  the  United  States  Department  of  Agriculture,  indicated 
that  the  average  country  boy  and  girl  inherited  about  $1000.  The 
average  wealth  of  agricultural  people,  outside  of  the  South,  is  fully 
twice  as  much  as  the  average  wealth  of  southern  farmers  and  an 
assumption  of  twice  the  inheritance  of  boys  and  girls  in  the  South 
is  probably  justified,  for  farm  boys  and  girls  outside  the  southern 
states.  The  income  from  this  inherited  wealth  can  be  assumed  to 
be  equal  to  the  earning  of  farm  property  for  the  country  as  a 
whole.  Studies  made  by  the  United  States  Department  of  Agri- 
culture on  income  of  all  American  farmers  have  estimated  the 
returns  to  non-operating  owners  of  farms  and  after  deducting 
average  taxes,  those  earnings  amount  to  5.6  percent  of  the  in- 
vested value  of  the   farms.6     Assuming  that  the  migrants  to   the 

5  These  are  the  unweighted  average  annual  costs  of  elementary  and  high 
school  training  for  1930  as  reported  by  the  U.  S.  Bureau  of  Education. 
See  U.  S.  Statistical  Abstract  of  1934,  page  in. 

6  Calculated  from  data  shown  in  Crops  and  Markets,  United  States  De- 
partment of  Agriculture,  Vol.  12,  No.  7,  July,   1935,  pp.  272  and  273. 
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cities  had  an  earning  of  5.6  percent  from  their  inherited  rural 
wealth,  or  an  increase  of  $56  per  year  for  the  southern  migrants 
and  $112  per  year,  for  the  migrants  from  other  states,  for  ten  years, 
we  have  an  average  earning  of  $560  from  inheritance  of  southern 
migrants  and  $1120  for  those  from  other  states.  Adding  the  items 
of  costs  of  schooling  and  rearing  and  ten  years'  earning  from  in- 
herited wealth,  and  making  no  allowance  for  interest,  we  find  the 
average  southern  migrant  to  the  city  took  $2560  with  him  from  the 
country  and  those  of  other  states  $4120. 

The  aggregate  results  of  this  net  movement  of  wealth  from 
rural  districts  to  city  districts,  when  considered  for  the  nation  as 
a  whole,  are  astounding.  They  amounted  to  over  20  billion  dol- 
lars of  wealth  transferred  in  the  form  of  expenses  of  education,  of 
rearing,  and  in  the  form  of  income  from  inheritance  of  rural  youth 
who  moved  to  the  city  during  the  decade  of  1920  to  1929  inclusive. 
This  was  an  average  of  over  two  billion  dollars  per  year,  whereas 
the  average  income  of  farmers  in  America  during  the  six  years 
from  1924  to  1929,  the  six  best  years  of  agriculture  since  the  war, 
was  five  and  two-thirds  billion  dollars.  In  other  words,  migrants 
took  an  average  annual  wealth  from  rural  districts  to  cities  in  the 
decade,  sufficient  to  increase  the  net  income  of  agriculture  by  over 
a  third. 

The  cities  of  nine  industrial  states  gained  a  net  advantage  of 
792  million  dollars  annually  from  this  transfer  of  purely  rural 
wealth.  These  states  were  Massachusetts,  Rhode  Island,  Con- 
necticut, New  Jersey,  New  York,  Pennsylvania,  Ohio  Michigan 
and  Illinois.  (See  Figure  I.)  Including  the  State  of  California 
in  the  West,  the  ten  states  received  a  net  gain  of  wealth  from  rural 
migration  that  amounted  to  906  million  dollars  annually,  during 
the  decade  1920  to  1929.  On  the  other  hand,  there  were  nine 
southern  states  that  lost  annually  an  average  of  567  million  dollars. 
These  states  were  North  Carolina,  South  Carolina,  Georgia,  Ten- 
nessee, Alabama,  Mississippi,  Arkansas,  Oklahoma,  and  Texas.  For 
Oklahoma,  the  drain  amounted  to  58  million  dollars  annually,  or 
approximately  three  times  the  maximum  state  budget  during  these 
years. 

The  import  of  these  figures,  in  terms  of  increasing  the  poverty 
of  rural  districts,  can  best  be  seen  by  comparing  the  loss  per  capita 
of  farm  population  and  the  per  capita  net  gain  of  city  population 
from  this  migration  of  people  and  wealth  to  cities.  (See  Tables 
1  and  2.)  In  the  New  England,  Middle  Atlantic,  and  East  North 
Central  states,  the  average  urban  citizen  gained  an  estimated  net 
annual  advantage  of  $29.50  from  this  migration  to  the  cities.  In 
the  Pacific  states  the  gain  was  $29.30.  Each  person  living  on  farms 
in  the  West  North  Central  group  of  states  had  his  annual  income 
reduced  by  an  average  of  $69.00,  as  also  was  the  case  in  the  South 
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Atlantic  states,  by  this  migration  movement.  In  the  East  South 
Central  states  the  annual  loss  per  capita  of  farm  population  was 
$50,  in  the  West  South  Central  states  $72,  and  in  the  Mountain 
states  $80  per  capita,  of  farm  population. 

Had  the  urban  centers  paid  all  of  the  money  which  they  gained 
by  rural  migration  back  to  farm  districts  of  the  United  States  they 
would  have  decreased  their  average  1929  per  capita  income  by  only 
3.2  percent  in  Xew  England,  2.6  per  cent  in  the  Middle  Atlantic 
states.  3.1  in  the  East  North  Central  states,  and  2.9  in  the  Pacific 
states.  On  the  other  hand,  had  farmers  been  compensated  by  the 
urban  districts  for  all  loss  due  to  migration,  furnished  by  the 
former  to  the  latter,  the  average  per  capita  farm  income  in  1929 
in  the  West  North  Central  states  would  have  been  increased  37 
percent,  in  the  South  Atlantic  states  26  percent,  in  the  East  South 
Central  states  30  percent,  in  the  West  South  Central  states  34  per- 
cent, and  in  the  Moutain  states  60  percent. 

These  figures  present  in  a  most  vivid  and  impressive  way  the 
great  significance  of  the  economic  drain  of  wealth  from  rural 
districts,  emphasizing  the  tremendous  need  for  constructive  social 
adjustment  taxes,  which  were  largely  wanting,  previous  to  the 
institution  of  the  processing  taxes.  The  inadequacy  of  the  process- 
ing taxes  to  compensate  for  this  net  drain  of  rural  wealth  of 
migration  to  cities  is  of  considerable  interest.  In  New  England 
the  percapita  gain  from  net  rural  migration  was  $29.50  and  the  total 
processing  tax  paid  was  $8.70  or  only  29  percent  of  the  net  gain 
of  urban  districts  from  rural  migration.  Similar  calculations  show 
that  the  Middle  Atlantic  and  the  East  North  Central  states  paid  out 
in  processing  taxes  only  22  per  cent  of  the  net  per  capita  gain  of 
its  urban  states  and  the  Pacific  states  only  14  per  cent.  These 
figures  on  processing  taxes  included  the  total  processing  tax,  from 
the  time  of  its  institution  to  June  30,  1935,  and  therefore  contain 
more  than  the  annual  total  payment  of  the  processing  tax.  In  fact, 
the  processing  tax  figure  used  covers  approximately  two  years.  If 
the  processing  tax  payments  had  been  calculated  on  an  annual  basis, 
these  states  would  have  paid  from  12  to  15  percent  of  their  net 
gains  from  rural  migration,  in  the  form  of  processing  taxes.  It 
will  be  seen,  therefore,  that  the  payments  in  processing  taxes  are 
highly  inadequate  to  balance  the  gains  which  urban  districts  re- 
ceive from  net  rural  migrations.  This  statement  gives  no  con- 
sideration to  a  similar  drain  from  rural  districts  to  urban  districts 
through  the  protective  tariff  system. 

The  inadequacy,  on  the  other  hand,  of  the  processing  tax  to  pay 
for  the  per  capita  loss  of  migration  from  rural  districts  is  shown 
by  the  fact  that  in  the  West  North  Central  states,  the  farm  per 
capita  processing  tax  receipts,  during  the  entire  time  since  the  in- 
ception of  the  processing  tax  to  June  30,  amounted  to  only  80  per- 
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cent  of  the  annual  net  drain  from  rural  migration  from  farms 
in  this  district.  In  the  South  Atlantic  states  it  amounted  to  only  18 
percent,  in  the  East  South  Central  states,  31  percent,  in  the  West 
South  Central  states,  21  percent ;  and  in  the  Mountain  states  42  per- 
cent. It  thus  compensated  agriculture  to  a  variable  extent,  varying 
from  less  than  one-fifth  to  two-fifths,  except  in  the  West  North 
Central  states,  where  it  amounted  to  four-fifths  of  the  net  loss  from 
migration. 

A  much  larger  proportion  of  the  processing  taxes  is  paid  by  in- 
dustries situated  in  agricultural  states  than  is  normally  thought  to 
be  the  case.  (See  Table  3.)  From  the  institution  of  the  taxes, 
to  June  30,  1935,  49  percent  of  all  processing  taxes  were  paid  by 
industries  located  in  agricultural  sections  of  the  country  and  51 
percent  by  industries  in  urban  sections — the  New  England,  Middle 
Atlantic,  East  North  Central  and  Pacfiic  states.  Those  states  con- 
stitute the  residence  of  55  percent  of  the  nation's  population  and 
this  population  received  70  percent  of  the  national  income  in  1929 
and  66  percent  of  the  proceeds  of  all  retail  sales  in  1933.  Although 
these  states  paid  only  51  percent  of  the  processing  taxes,  they 
received  18  percent  of  the  payments  to  farmers,  their  net  loss 
being  around  one-third  of  all  the  processing  taxes  collected  in  the 
country.  In  short,  they  paid  a  net  of  one-third  of  all  the  processing 
taxes,  but  had  more  than  twice  this  share  of  the  nation's  income 
in  1929  and  retail  sales  in  1933.  If  the  processing  taxes  be  con- 
sidered as  sales  taxes  on  their  retail  sales,  they  paid  a  smaller  sales 
tax  on  retail  trade  than  their  equal  proportionate  share.  And  if 
the  cotton  mills  that  have  demanded  that  processing  taxes  be  raised 
from  a  general  sales  levy,  had  their  way,  the  taxes  would  rest  much 
more  heavily  on  industrial  sections,  for  66  percent  of  all  retail 
sales  of  1933  were  in  these  industrial  states,  although  they  actually 
paid  only  51  percent  of  processing  taxes.  The  cotton  processing 
tax  has  been  the  storm  center  of  expressed  opposition  to  efforts  to 
alleviate  the  cotton  farmer's  difficulty.  Textile  mills  were  the  focal 
point,  from  which  nearly  all  cotton  processing  tax  complaint 
radiated.  There  are,  however,  a  considerable  number  of  people 
besides  the  cotton  trade  and  textile  interests,  who  object  to  the 
processing  tax.  As  a  rule,  however,  the  cotton  processing  tax  is 
not  seriously  questioned  by  close,  unbiased  students  of  the  question, 
in  view  of  the  entrenched  position  of  the  protective  tariffs  and  their 
effects  on  the  cotton  farmer  and  the  South. 

Cotton  mills  object  to  the  tax,  on  the  basis  that  it  is  a  special 
subsidy  to  farmers,  most  of  which  they  claim  they  pay.  Also  they 
claim  that  it  puts  them  to  a  decided  disadvantage  in  foreign  com- 
petition, and  at  the  same  time  encourages  the  use  of  cotton  sub- 
stitutes at  home,  because  of  added  costs  of  finished  goods,  thus 
reducing  their  volume  of  sales.     To  the  writer,  although  to  a  degree 
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each  of  these  claims  is  true,  they  are  not  significant  objections  to 
the  tax. 

It  is  somewhat  ludicrous  for  cotton  mills,  which  have  so  long 
received  special  subsidies,  in  the  form  of  high  tariffs,  to  complain 
of  the  cotton  farmers'  recent  subsidy.  All  cotton  mills,  during  the 
fiscal  year  ending  with  June,  paid  121  million  dollars  of  processing 
tax,  this  being  the  maximum  possible  costs  of  the  tax  to  them. 
Although  they  claim  they  absorb  most  of  the  tax,  they  in  reality 
absorb  very  little  of  it,  as  is  shown  by  the  margin  between  their 
raw  and  finished  goods  prices,  before  and  after  the  tax  was  placed 
on  them.  These  same  mills  had  tariff  protection,  through  ad  valorem 
levies,  that  range  from  14.3  cents  per  pound  on  cloths  made  of 
coarse  unbleached  yarns,  to  as  high  as  84.8  cents  per  pound  on  the 
finer  cloths.  Although  the  assumption  is  not  true,  certainly  to  as- 
sume that  they  got  100  percent  protection  from  their  tariffs,  is  as 
near  correct  as  to  assume  that  they  absorbed  all  the  processing  tax 
during  the  past  year.  Had  mills  got  the  full  benefit  of  these  tariff 
levies,  a  conservative  estimate  of  their  benefits,  the  last  fiscal  year, 
would  give  them  307  millions  of  dollars  of  potential  tariff  benefit 
— over  two  and  a  half  times  as  much  as  their  maximum  potential 
total  processing  tax  payment.7 

Most  of  the  complaint  on  the  tax  comes  from  New  England  mills, 
which  paid  19  million  dollars  cotton  processing  tax  and  had  a 
possible  tariff  protection  of  101  million — over  five  times  as  much 
potential  special  subsidy,  as  the  potential  subsidy  they  claim  they 
paid  to  the  cotton  farmers.  It  seems  odd,  therefore,  for  the  greatest 
complaint  to  come  from  New  England  mills.  The  trouble  with 
the  New  England  mills  is  not  the  processing  tax,  however  much 
they  may  claim  it  to  be,  at  present.  Their  trouble  is  far  more 
deep-seated — the  world-wide  tendency  for  textile  manufacture  to 
modernize  its  plants  and  to  scatter  throughout  the  world,  to  the 
disadvantage  of  the  older  mills  with  out-of-date  machinery.  Their 
trouble  also  lies  in  lower  cost  advantage  of  southern  mills,  which 
advantage  will  never  be  overcome,  except  by  outright  discrimin- 
ation of  national  policies  in  favor  of  New  England  mills.  Wages 
inevitably  will  be  lower  in  the  South  than  in  New  England,  due  to 
natural  factors  making  the  living  costs  lower  in  the  South. 

In  this  connection  it  is  interesting  to  note  a  forceful  and  succinct 
statement  of  the  economic  position  of  the  New  England  textile 
interests,  by  the  treasurer  of  the  Pepperell  Manufacturing  Company, 
one  of  the  largest  textile  concerns  operating  mills  in  Maine, 
Massachusetts,  Georgia,  and  Alabama,  in  his  annual  report  to  stock- 
holders.    He  says : 8 

7  This  estimate  of  potential  protection  from  the  tariff  was  made  by  taking 
the  tariff  rates  of  typical  goods  of  the  important  classes  of  goods  and 
multiplying  the  production  of  goods  in  each  class  by  these  assumed  typical 
rates. 
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''  During  the  past  winter  a  great  deal  was  said,  and  even 
more  written,  about  the  industrial  problems  of  New  England 
and  the  inability  of  its  manufacturers  to  compete  with  those 
of  some  other  sections  of  the  country  in  the  production  of 
cotton  textiles.  It  is  certain  that  they  cannot  compete  in- 
definitely, unless  the  total  costs,  including  labor,  are  on  a  com- 
petitive basis.  The  solution  of  the  problem  lies  with  the  people 
of  New  England.  If  it  costs  more  to  produce  a  yard  of  the 
same  cloth  in  Maine,  than  it  does  in  the  South,  then,  eventually, 
the  goods  will  be  produced  in  the  South.  This  is  economics 
and  not  politics.  No  political  harangues  can  alter  the  facts, 
nor  postpone  for  long  the  operation  of  this  principle.  And 
the  producers  in  the  low-cost  areas  of  the  South  will  not  raise 
their  own  costs,  in  order  to  rehabilitate  the  marginal  producer 
or  to  gratify  New  England  sentiment. 

"If  we  understand  correctly  the  situation  as  it  exists  here 
in  New  England  at  the  moment,  only  a  small  minority  of  the 
public  are  informed  of  the  problem  and  the  remedy.  Most 
of  the  citizens  have  no  direct  or  compelling  interest  in  our 
problem,  although  what  solution  is  adopted  must  affect  every 
person  who  earns  his  livelihood  in  New  England,  whatever 
the  nature  of  his  work.  There  is,  however,  a  large  group  of 
public  officials  who  understand  the  problem,  but  who  hope 
that  some  painless  and  magical  cure  can  be  found.  The  plain 
truth  is  that  there  is  none.  The  costs  of  production  in  New 
England  must  be  kept  in  line  with  the  costs  of  competing 
districts  in  the  South  or  the  New  England  mills  are  doomed." 

It  is  interesting  to  compare  the  conomic  position  of  these  mills 
in  New  England  with  that  of  the  cotton  farmers.  Had  the  New 
England  cotton  mills  been  stripped  of  tariff  protection,  their  present 
pain  would  have  long  since  ceased,  for  they  would  have  long  since 
passed  out  of  the  picture.  The  cotton  farmers  of  the  South,  devoid 
of  a  tariff  compensatory  payment,  have  literally  poured  millions  of 
dollars  into  New  England  industries,  including  textile  mills,  in  the 
form  of  tariff  protection  on  what  the  farmer  buys,  and  by  giving  to 
New  Engand  part  of  the  60  percent  of  all  the  net  farm  migrants  of 
the  nation.  In  spite  of  this,  southern  cotton  has  maintained  its 
position  against  all  competitors  in  the  world.  This  tremendous 
vitality,  in  spite  of  domestic  handicaps,  arises  out  of  the  great  com- 
parative economic  advantage  in  cotton  production  which  the  South 
has,  which  does  not  characterize  the  New  England  textile  mills, 
either  in  competition  in  domestic  markets,  or  abroad. 

The  complaint  that  the  tax  puts  mills  to  a  serious  disadvantage 
in   competing  with   foreign  mills   is  not  significant,   since   foreign 

8  Treasurer's  Report,  June  30,  193^,  Pepperell  Mfg.  Co.,  p.  6. 
12 
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sales  of  cotton  manufactured  in  America,  the  year  before  the  pro- 
cessing tax  was  first  levied,  was  less  than  six  percent  of  the  value 
of  textiles  manufactured  in  this  country  and  imports  of  textiles 
was  less  than  a  half  of  one  percent  of  textile  manufacture  before 
the  institution  of  the  tax  and  was  only  .59  of  one  percent  during 
1934.9  To  the  complaint  of  the  mills  that  the  tax  encourages  use 
of  cotton  substitutes,  the  answer  is  that  compensatory  taxes  are 
laid  on  substitutes.  In  1932  the  poundage  of  cotton  consumed  in 
textile  manufacture  in  the  United  States  constituted  84.1  percent 
of  the  total  pounds  of  all  fiber  used  in  the  country;  in  1934  it  was 
84.2 — a  slight  increase.  Although  rayon  consumed  during  these 
three  years  increased  from  5.2  percent  to  6.3  percent  of  all  pound- 
age of  textiles,  this  is  only  a  continuation  of  the  consistent  en- 
croachment of  this  fiber  on  the  other  fibers,  during  the  last  decade, 
when  its  use  has  risen  from  1.4  percent  to  6.3  percent  of  all  fibers 
used  in  the  country. 

Mills  and  other  opponents  of  the  processing  tax  suggest  that 
farmers  are  entitled  to  a  subsidy,  but  that  it  should  not  be  raised 
by  a  tax  on  cotton.  They  suggest  a  general  sales  tax  levy,  or  even 
drawing  it  from  general  treasury  funds.  Political  instability  of  the 
subsidy,  would  result  if  the  tax  base  can  be  associated  with  the  bene- 
fited crop,  and  the  closer  the  farmers'  subsidy  can  be  connected 
with  the  protective  tariff  system,  the  greater  stability  it  will  have. 
Furthermore,  the  most  practical  approach  to  a  successful  fight  on 
the  whole  false  tariff  structure,  it  seems  to  the  writer,  would  be  to 
give  the  farmer  an  effective  tariff  offset  payment  and  call  it  a  tariff 
benefit  or  a  tariff  offset.  It  is  particularly  unfortunate  that  the 
processing  tax  was  not  called  a  tariff  benefit  tax  or  a  tariff  offset 
tax.  If  the  farmer  were  effectively  subsidized,  it  might  hasten 
the  day  when  we  should  take  a  constructive  attitude  toward  tariffs 
and  farm  subsidies  and  gradually  do  away  with  both  of  them. 
But  this  should  be  a  concomittant  removal.  In  the  meantime,  the 
sentiment  of  most  cotton  students  is  probably  for  a  continuance  of 
the  processing  tax  principles,  as  a  means  of  raising  revenue  to  pay 
cotton  farmers  a  tariff  offset  or  benefit. 

Before  drawing  for  you  a  somewhat  dark  picture  of  the  economic 
forces  tending  to  pauperize  American  farms,  to  the  advantage  of 
urban  groups,  I  should  like  again,  to  call  to  your  attention  the 
statements  previously  made,  relative  to  the  comparative  standard 
of  ability  and  intelligence  of  urban  and  rural  people,  that  there  is 
no  evidence  of  marked  differences  between  the  general  average  of 
intelligence  and  ability  of  the  two  groups.  Consider  along  with 
this  the  fact  that  in  1929  the  farmer  was  using  67.8  billion  dollars 
worth  of  property,  out  of  a  total  property  value   (excluding  public 

9  See  United  States  Department  of  Agriculture,  Cotton  Production  Ad- 
justment, May,  1935,  p.  17. 
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property  and  net  foreign  investments)  of  420.7  billion,  or  16  percent 
of  the  country's  total  property.  Those  engaged  in  farming  in, 
1929  constituted  about  21  percent  of  all  workers  and  received  only 
slightly  over  10  percent  of  the  national  income,  or  approximately 
half  a  proportionate  share  of  the  national  income.  Briefly,  the 
facts  are  that  the  farmers,  who  constituted  one-fifth  of  those  gain- 
fully employed,  received  only  half  their  proportion  of  income,  al- 
though they  used  80  percent  as  much  property  per  man  as  other 
workers  and  although  they  seemingly  had  average  American  ability 
and  intellect. 

In  conclusion  let  me  call  your  attention  to  the  net  results  of  this 
seemingly  permanent  force  tending  constantly  to  extract  wealth 
from  farms  and  to  transfer  it  to  urban  centers.  Figure  II  reveals 
the  net  results  of  urbanization  of  American  wealth,  as  well  as 
people.  Roughly  speaking,  the  average  per  capita  income  was 
twice  as  high  in  highly  urbanized  states  as  in  agricultural  states. 
The  trend  indicates  that  with  one  percent  increase  in  urbanization, 
the  per  capita  income  increases  over  $13.  These  figures  indicate 
in  brief  fashion  how  powerful  are  the  forces  for  pauperizing  farm 
districts,  to  the  affluence  of  urban  centers.  This  nation  cannot 
allow  such  a  tremendous  uncompensated  and  permanent  drain  of 
rural  wealth  to  pauperize  farmers.  Some  way  similar  to  processing 
taxes  must  be  found  to  offset  it. 

Tax  experts  should  see  in  these  facts  a  trend,  which,  if  not  cor- 
rected by  powerful  and,  in  the  main  ,as  yet  undevised  and  unused 
social  adjustment  measures,  is  likely  to  lead  to  most  serious  political 
upheavals.  I  am  not  posing  as  an  alarmist  when  I  say  that  if  not 
corrected,  I  should  not  be  surprised  to  see  worse  than  a  political 
upheaval.  In  the  light  of  these  facts,  members  of  this  association, 
should,  it  seems  to  me,  look  upon  the  processing  taxes  with  great 
favor,  since  they  are  the  beginning  of  a  movement  in  the  righi 
direction. 

(After  the  speaker  had  continued  for  twenty  minutes  it  was 
moved,  seconded  and  voted  that  the  time  be  extended.  The  speaker 
thereupon  continued  with  his  paper  until  the  following  proceedings 
were  had.) 

Chairman  Long  :  I  want  to  again  get  an  extension  of  time,  and 
inasmuch  as  South  Carolina  has  stolen  all  the  mills  away  from  New 
England  anyway,  this  particular  extension  will  be  gratefully  received 
by  me.  Mr.  Bradley  of  South  Carolina,  that  has  our  New  England 
mills,  moves  that  the  time  be  extended.  All  those  in  favor  of  that 
motion  say  aye. 

(Ayes.) 

Chairman  Long:  Opposed,  no. 

(None.) 
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Chairman  Long:  The  ayes  have  it,  and  the  gentleman's  time 
is  extended. 

(Whereupon  the  speaker  continued  to  the  conclusion  of  his  paper, 
whereupon  the  record  is  as  follows:) 

Mr.  J.  T.  Sanders  (Oklahoma)  (continuing)  :  I  want  to  ask  the 
association's  pardon  for  not  discussing  this  more  from  the  technical 
standpoint,  but  I  felt  that  possibly  I  could  contribute  most  by  dis- 
cussing and  emphasizing  the  permanent  and  continuing  unbalance 
and  the  absence  heretofore  of  any  machinery,  which,  to  me,  seem- 
ingly must  come  from  social  adjustment  or  taxing  methods,  that 
will  counterbalance  this  constant  drain  of  rural  wealth  to  urban 
centers.     I  thank  you. 

Chairman  Long:  We  are  very  grateful  to  you,  Mr.  Sanders,  for 
this  address. 

We  have  one  more  speaker,  so  I  hope  no  one  will  leave  the  room. 

I  was  a  little  mite  sorry  that  Dr.  Sanders  did  not  talk  a  little 
more  about  New  England,  because  when  it  came  to  the  discussion, 
perhaps  I  could  tell  him  what  New  England  thinks  about  the 
processing  tax. 

We  have  moved  forward  the  paper  of  Dr.  George  Vaughan,  of 
Arkansas,  who  is  a  former  president  of  this  association.  You  know 
him.  I  am  going  to  make  the  introduction  short  and  simply  say 
that  George  Vaughan  will  now  speak  to  you. 

Mr.  George  Vaughan  (Arkansas):  Mr.  Chairman;  in  view  of 
the  fact  that  I  am  beginning  these  remarks  at  such  a  late  hour,  I 
think  I  shall  tell  a  story  related  of  a  former  employer  of  our  worthy 
president,  no  less  a  person  than  President  Coolidge,  known  for  his 
few  words.  It  is  said  that  a  friend  went  up  to  his  farm  in  New 
England  and  was  talking  with  farmer  Coolidge  and  noticed  his 
beautiful  livestock  and  asked  him  if  any  of  the  animals  ever  got 
sick:  "  Ever  have  a  sick  horse?  "  "  Yes."  "  What  was  the  matter 
with  him  ?  "  "  Botts."  "  What  did  you  do  for  it  ?  "  "  Turpen- 
tine." That  is  all  he  got  out  of  him,  and  the  man  went  away,  and 
later  on  he  had  a  sick  horse  of  his  own,  and  thought  it  must  have 
botts,  and  he  tried  turpentine,  and  the  horse  died.  Lie  went  back 
to  see  Mr.  Coolidge,  and  this  was  the  result :  "  Didn't  you  say  that 
you  had  a  sick  horse  once  ?  "  "  Yes,  sir."  "  He  had  botts  ?  " 
"Yes."  "You  gave  him  turpentine?"  "Yes."  "I  had  one  and 
I  gave  him  turpentine  and  he  died."  "  So  did  mine."  So,  I  am 
going  to  try  to  be  as  brief  and  leave  as  many  gaps  and  as  many 
things  unsaid  as  I  can,  this  evening.  If  I  close  in  ten  minutes 
instead  of  twenty  minutes,  you  will  just  wonder  how  many  other 
things  I  could  have  said  in  the  other  ten  minutes. 

I  am  speaking  tonight  on  the  subject  of  "  Fraud  in  Taxation." 
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The  combined  labor  of  100,000  farmers  in  36  counties  of  Arkansas 
was  required  to  wrest  from  nature  a  net  profit  in  1920  of  $4,000,000. 
The  area  in  which  these  farmers  operated  comprised  some  of  the 
wealthiest  counties  of  Arkansas — the  entire  section  of  the  state  lying 
south  of  the  Arkansas  River,  with  three  rich  counties  in  the  rice 
belt,  to  boot.  In  extent  this  district  was  a  sizable  empire,  equalling 
the  total  area  of  the  states  of  Massachusetts,  Connecticut,  Rhode 
Island,  New  Jersey  and  Delaware.  The  property  taxes  paid  on  the 
farms  from  which  this  income  was  produced  amounted  for  that  year 
to  nearly  $3,000,000.  These  taxes  were  a  lien  on  the  property  and 
had  to  be  paid,  or  the  farmer  lost  his  land. 

In  striking  comparison,  note  the  situation  with  respect  to  a  leading 
pipe  line  company  serving  the  oil  territory  of  Arkansas,  eastern 
Oklahoma,  and  northern  Louisiana.  According  to  published  statis- 
tics, this  company  earned,  from  Arkansas  operations  alone,  for  a 
five-year  period,  an  annual  net  income  equivalent  to  the  rural  income 
above  recited.  To  be  exact,  the  pipe  line's  annual  net  income  was 
$3,987,000. 

But  contrast  the  taxes  paid  by  this  carrier  to  Arkansas  and  her 
subdivisions.  Its  total  taxes  amounted  to  only  $89,688,  a  mere 
bagatelle,  beside  the  farmers'  $3,000,000.  In  point  of  burden,  the 
tiller  of  the  soil  had  to  work  constantly,  day  in  and  day  out,  from 
January  first  to  July  4th,  to  earn  enough  profit  to  pay  his  tax  bill, 
whereas  the  comparatively  insignificant  bill  of  the  pipe  line  company 
was  earned  in  less  than  a  week.  Six  months'  earnings  for  one  tax- 
payer, and  a  week's  earnings  for  another,  and  both  bills  are  paid. 

Does  the  above  example,  based  upon  true  facts,  indicate  inequality 
of  burden  ?  I  think  any  fair-minded  observer  would  unhesitatingly 
answer  in  the  affirmative.  When  it  is  asked,  however,  whether  the 
situation  above  recited  presents  a  case  of  actual  fraud  in  taxation, 
an  answer  is  not  promptly  forthcoming.  It  calls  for  a  deeper  inquiry 
into  "  legal  "  rather  than  psychological  elements. 

In  both  cases  the  taxpayer's  property  was  listed  with  the  regularly 
constituted  public  officials — in  the  case  of  the  farmer,  with  the  local 
assessor,  and  in  that  of  the  utility,  with  a  state  board,  then  the 
Arkansas  Tax  Commission. 

In  behalf  of  the  pipe  line  company  it  could  be  argued  that  its  plant 
is  not  a  constant  quantity,  nor  the  value  thereof  permanent,  that  it 
depends  essentially  upon  the  continued  production  of  the  oil  fields 
which  it  served.  And  since  oil  is,  as  a  natural  mineral  deposit,  cap- 
able of  exhaustion,  the  day  must  inevitably  arrive  when  the  com- 
modity will  all  be  removed  and  no  additional  function  will  remain 
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for  the  pipe  line  company.  Hence,  the  plant  must  then  be  junked 
as  of  no  further  value. 

But  could  not  the  same  argument,  to  a  degree,  be  applied  to  the 
farmers'  investment  ?  It  is  common  knowledge  that  there  has  been 
a  drastic  decline  in  the  market  value  of  real  estate,  as  well  as  other 
property,  since  long  prior  to  the  so-called  depression.  Whether  such 
depreciation  has  been  faithfully  reflected  upon  the  tax  books,  to  the 
benefit  of  the  taxpayer,  depends  largely  upon  two  floating  factors, 
namely,  first,  honest  re-appraisal,  upon  the  part  of  the  taxing  officials, 
and  second,  courageous  resistance  to  the  impulse  to  tax  whatever 
is  in  sight  and  easily  seized. 

The  supreme  court  of  the  United  States,  in  passing  upon  the  value 
of  Stratton's  Independence,  the  famous  gold  mine  in  the  Cripple 
Creek  region,  answered  to  some  extent  the  contention  of  the  inevit- 
able depletion  and  depreciation  of  a  property  destined  to  be  com- 
pletely exhausted  within  forty  years.     Judge  Pitney  remarked : 

"  As  to  the  alleged  inequality  of  operation  between  mining 
corporations  and  others,  it  is  of  course  true  that  the  revenues 
derived  from  the  working  of  mines  result  to  some  extent  in  the 
exhaustion  of  the  capital.  But  the  same  is  true  of  the  earnings 
of  the  human  brain  and  hand,  when  unaided  by  capital,  yet  such 
earnings  are  commonly  dealt  with  in  legislation  as  income. 

The  comparison  of  the  Arkansas  farmer's  tax  burden  and  that  of 
the  pipe  line  carrier  illustrates  the  imperfection  with  which  tax  laws 
are  commonly  administered,  not  only  in  Arkansas  but  in  this  state 
in  which  we  meet  and  her  neighboring  jurisdictions,  as  well  as  every 
state  in  the  Union.  It  were  needless  to  multiply  examples.  Every 
person  present  who  has  grappled  with  the  taxation  problem,  in  either 
of  the  three  roles  represented  by  our  membership — the  taxpayer,  the 
taxing  official,  and  the  tax  expert — fully  recognizes  the  fact  that 
taxation  is  not  an  exact  science.  It  perhaps  presents,  indeed,  more 
practical,  than  legal,  aspects.  The  best  that  can  be  accomplished 
is  approximate  fairness — justice  in  the  rough.  Perfect  justice 
and  equality  is  an  unrealized  dream,  not  to  be  achieved  by  any 
human  agency.  This  truism  applies  with  especial  force  to  the  far- 
flung  field  of  taxation,  where  there  is  a  perennial  contest  between 
the  hereditary  instincts  of  selfishness  and  materialism.  In  recent 
years  the  courts  have  had  much  to  say  about  the  futility  of  most  ad- 
ministrative efforts  to  secure  legal  and  uniform  valuation  of  property 
for  taxation. 

The  topic  assigned  to  me  is  "  Fraud  in  Taxation  ".  And  in  ex- 
ploring this  theme,  it  was  a  matter  of  some  surprise  that  I  ascer- 
tained the  term  "  fraud  "  non  est  inventus  in  the  familiar  sources  of 
research  material.  For  example,  in  the  voluminous  index  of  the  lit- 
erature of  this  association,  which  has  been  supplied  through  the 
efforts  of  one  of  our  capable  members,  Mr.  Roy  G.  Blakey,  I  sought 
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in  vain  for  a  master  nucleus.  The  word  "  fraud  ",  as  a  key-note, 
does  not  seem  to  be  the  leading  thought  or  idea  of  any  previous  paper 
before  this  body,  or  of  any  contribution  to  our  Bulletin. 

Another  surprise  is  the  fact  that  in  the  court  decisions  which  have 
been  unearthed  by  a  rather  tedious  investigation,  with  the  aid  of  the 
descriptive  word  index  and  the  adequate  digests  and  indices  of  the 
West  Publishing  Company,  in  nearly  every  instance  where  fraud  has 
been  set  up  in  a  taxation  controversy,  the  fraud  is  alleged  to  have 
been  perpetrated  by  the  taxing  official  rather  than  the  taxpayer.  Yet 
every  student  or  specialist  in  the  field  of  finance  and  taxation  knows 
tbat  as  a  matter  of  fact  the  baser  impulses,  the  urge  to  deceit  and 
dissimulation,  are  just  as  likely  to  spring  from  the  breast  of  the 
taxpayer  as  from  that  of  the  official  to  whom  he  makes  return.  But 
for  some  reason  the  cases  carried  to  the  courts  of  last  resort  have 
revealed  a  dereliction  on  the  part,  chiefly,  of  the  tax  administrator. 

Funk  &  Wagnall's  standard  dictionary  defines  fraud  as  "  The  act 
of  deliberate  deception  practiced  with  the  object  to  secure  some- 
thing to  the  prejudice  of  another;  a  trick  or  strategem  intended  to 
obtain  an  unfair  advantage  ;  craft ;  circumvention  ;  trickery." 

In  the  legal  lexicons  we  find  the  following  definition :  "  Any  arti- 
fice of  deception  practiced  to  cheat,  deceive  or  circumvent  another, 
to  his  injury."  And  "  actual  fraud  "  means  "  fraud  in  fact,  positive 
or  intentional  fraud  as  distinguished  from  constructive  fraud."  The 
latter  is  declared  to  be  "  fraud  inferred  by  law,  from  acts  or  con- 
tracts which,  though  not  intentionally  fraudulent,  are  prohibited  be- 
cause of  their  evil  tendency." 

In  Arkansas  we  have  had  since  1887  a  statute  known  as  the  back 
tax  law,  which  authorizes  a  re-examination  by  a  chancery  court  pro- 
ceeding of  certain  cases  of  undervaluation,  or  of  omission  to  assess 
and  collect  taxes  on  property,  personal  or  real.  In  1931  an  amend- 
ment was  passed  by  the  legislature  "  to  regulate  the  collection  of 
overdue  taxes  "  and  to  inject  into  the  situation,  as  a  necessary  in- 
gredient for  the  judicial  re-assessment,  the  element  of  "  fraud ". 
The  amendment  which  is  Act  281,  reads  as  follows: 

"  From  and  after  the  assessment  and  full  payment  of  any  gen- 
eral property,  privilege  or  excise  tax,  no  proceeding  shall  here- 
after be  brought  or  maintained  for  the  reassessment  of  the 
value  on  which  such  tax  is  based,  except  for  actual  fraud  of 
the  taxpayer ;  provided,  that  failure  to  assess  taxes  as  required 
by  law  shall  be  prima  facie  evidence  of  fraud." 

The  first  construction  of  the  supreme  court  of  the  amendment  was 
in  the  case  of  State  v.  Anderson-Tully  Co.,  186  Ark.  170;  53  S.  W. 
(2)  17,  in  1932,  where  the  court  said: 

"  This  brings  us  to  a  consideration  of  the  question  as  to  whether 
the  complaint  charged  actual  fraud  of  the  taxpayer,  and  whether 
the  proviso  in  Section  1  of  the  act,  that  '  failure  to  assess  taxes 
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as  required  by  law  shall  be  prima  facie  evidence  of  fraud  '  is 
sufficient  to  put  appellee  on  its  proof  and  therefore  to  answer 
the  complaint.  We  answer  both  questions  in  the  negative,  as 
did  the  learned  trial  court. 

"  The  complaint  charged  no  actual  fraud  of  the  taxpayer.  It  did 
charge  that  its  land  was  greatly  under-assessed.  It  did  not 
charge  that  appellee  assessed  its  own  land,  nor  could  it  well 
have  done  so,  as  the  law  places  no  duty  upon  the  taxpayer,  in 
connection  with  the  assessment  of  real  estate,  except  to  list  his 
property  with  the  proper  assessing  officials.  The  complaint  does 
not  charge  that  this  duty  was  neglected.  A  careful  review  of 
the  revenue  laws  of  this  state  fail  to  reveal  any  duty  imposed 
upon  the  taxpayer,  in  connection  with  the  assessment  of  his  real 
property  for  taxation,  except  as  stated  above.  The  whole  duty 
in  this  regard  rests  upon  officials  of  the  tax-collecting  agency, 
officials  of  the  county  and  the  state. 

"The  constitution,  article  16,  Sec.  5,  provides:  'All  property 
subject  to  taxation  shall  be  taxed  according  to  its  value,  that 
value  to  be  ascertained  in  such  manner  as  the  general  assembly 
shall  direct.  .  .  . 

"  The  general  assembly  has  provided  the  manner  in  which  the 
value  of  property  is  to  be  ascertained.  C.  &  M.  Dig.  Sec.  9874 
ct  scq.  See  also  Act  No.  129  of  1927,  p.  400,  and  Act  No.  172 
of  1929,  p.  841. 

"  Section  5  of  the  latter  act,  at  p.  845,  provides  that  for  the  year 
1929,  one  of  the  years  involved  in  this  litigation,  '  the  county 
clerk  shall  extend  taxes  against  said  property  based  on  the 
assessed  valuation  thereof  for  the  year  1928,  plus  the  value  of 
any  new  improvements  located  thereon  and  valued  or  assessed 
by  the  assessors  as  by  law  required,  provided,  however,  that  the 
provisions  of  this  section  shall  not  be  construed  to  prohibit  or 
restrict  the  action  of  the  county  equalization  board  of  any  county 
in  equalizing  the  assessed  value  of  such  property  for  the  vear 
1929.' 

"  Not  only  does  this  constitute  a  legislative  assessment  of 
appellee's  lands  for  the  year  1929,  but  it  is  a  legislative  finding 
of  the  correctness  of  the  assessment  of  1928,  because  the  assess- 
ment for  1929  is  made  the  same  as  that  of  1928.' 
"  The  complaint  simply  fails  to  allege  any  "  actual  fraud  of  the 
taxpayer  ".  The  mere  acquiescence  of  the  taxpayer  in  an  un- 
derassessment made  by  the  taxing  officials,  no  matter  how 
grossly  undervalued,  would  not  constitute  "  actual  fraud  of  the 
taxpayer  ".  To  constitute  fraud  on  his  part  would  require  more 
than  mere  acquiescence.  It  would  require  some  active  par- 
ticipation in  the  fraud  of  the  assessor,  as  for  instance,  a  con- 
spiracy between  them  to  undervalue  the  property. 


186  NATIONAL  TAX  ASSOCIATION 

"  But  it  is  said  by  the  appellant  that  a  gross  underassessment 
comes  within  the  proviso,  and  that  it  constitutes  prime  facie 
evidence  of  fraud,  sufficient  to  put  appellee  on  its  proof  and 
therefore  to  require  an  answer.  We  do  not  think  so.  There 
is  no  failure  upon  appellee's  part,  or  that  of  the  assessing  officials 
of  Desha  County  to  assess  appellee's  lands  for  taxes,  at  the  time 
and  in  the  manner  provided  by  law,  even  conceding  an  under- 
assessment. The  language  of  the  act  is  that  the  fraud  for  which 
a  reassessment  will  be  permitted  is  the  "  actual  fraud  of  the 
taxpayer  ". 

"  If  the  law  imposed  the  duty  upon  the  taxpayer  to  assess  his 
real  estate,  and  he  fraudulently  or  grossly  underassessed  it,  the 
proviso  of  the  act  might  have  some  application.  But  in  the 
case  of  real  estate,  the  law  imposes  no  duty  upon  the  taxpayer 
as  to  any  valuation  to  be  placed  upon  it,  the  only  duty  being  to 
list  his  property  with  the  assessing  officials ;  and  if  such  officials 
make  a  gross  underassessment,  without  any  fraudulent  procure- 
ment on  the  part  of  the  taxpayer,  it  could  not  be  said  to  be  the 
act  of  the  taxpayer,  in  any  respect." 

"  It  is  suggested  that  Act  No.  281  is  unconstitutional  and  there- 
fore void.  We  do  not  agree.  Nor  shall  we  undertake  an  ex- 
tended discussion  of  the  ground  upon  which  the  unconstitution- 
ality of  the  act  is  suggested.  It  is  admitted  by  counsel  for  the 
appellant  that  the  whole  proceeding  for  the  reassessment  of 
property  and  for  the  recovery  of  back  taxes  is  purely  statutory, 
and  that  without  such  authority  no  such  action  would  lie.  It 
is  conceded  that  the  legislature  has  the  power  to  amend  or  repeal 
such  statute.  We  have  many  times  so  held.'  See  State  v. 
Standard  Oil  Co.  of  La.  179  Ark.  280;  16  S  W  (2d)  581,  584, 
and  cases  there  cited.'     We  there  said : 

"  The  power  of  the  state  to  maintain  suits,  such  as  the  one  at 
bar,  being  purely  statutory,  the  method  and  procedure  pre- 
scribed must  be  followed  as  a  condition  precedent  to  its  right  to 
maintain  such  action.  ..."  The  original  back  tax  statute  has 
many  times  been  held  to  be  constitutional,  both  by  this  court  and 
by  the  Supreme  Court  of  the  U.  S.,  and  this  act,  being  an  act 
in  the  nature  of  an  amendment,  must,  of  course,  be  held  to  be 
within  the  power  of  the  legislature  to  enact." 
"  The  trial  court  was  correct  in  sustaining  the  demurrer  to  the 
complaint,  and  its  judgment  must  be  affirmed." 

In   a   dissenting  opinion,   concurred    in   by   two   justices,   it   was 
pointed  out : 

"  The  second  amendment  to  the  complaint  not  only  alleged  that 
the  lands  were  worth  $50  or  more  an  acre,  and  were  assessed 
for  $4.17  an  acre;  but  it  also  alleged  that  the  assessment  was  far 
below  other  similar  property,  and  was  but  slightly  more  than 
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one-fourth  as  much  as  other  real  estate  generally  in  the  county 
was  assessed ;  that  the  assessment  was  so  grossly  inadequate  as 
to  shock  the  conscience  and  constitute  an  actual  fraud  by  the 
defendant.' 

"  It  further  charged  that  the  lands  were  timbered  tracts,  located 
in  the  overflow  area  of  the  Mississippi  River,  and  covering  so 
vast  an  area  that  it  made  it  difficult  or  impossible  for  the  taxing 
officials  to  make  any  estimate  of  the  value  thereof ;  but  that  said 
officials  were  compelled  to  rely  wholly  on  the  representations  of 
defendant  as  to  said  value ;  and  all  former  assessments  have  been 
made  on  the  faith  of  such  representations.' 
"  It  might  be  that  the  complaint  was  such  that  the  court  should 
have  sustained  a  motion  to  make  more  definite  and  certain ;  but 
certainly  it  charged  fraud  committed  by  the  defendant,  because 
it  said  that  the  taxing  officials  were  compelled  to  rely  and  did 
rely  on  the  defendant,  and  that  the  defendant  made  the  repre- 
sentations as  to  the  value  of  the  property  and  fraudulently  stated 
that  it  was  worth  less  than  one-fourth  of  its  true  value;  and 
that  the  taxing  officials  relied  on  these  representations,  believ- 
ing them  to  be  true.  This  is  certainly  the  meaning  of  the  alle- 
gation, and  I  think  is  sufficient  to  charge  "  actual  fraud  ".  Of 
course  whether  these  allegations  are  true  would  depend  upon 
the  evidence  .  .  . 

"  Taking  the  facts  to  be  admitted  in  this  case,  it  is  conceded 
that  the  defendant  itself  made  false  representations,  and  that  it 
was  impossible  for  the  taxing  officials  to  otherwise  ascertain  the 
value  of  the  land,  and  that  they  relied  on  the  representations  so 
made  by  the  defendant.  Can  it  be  said  that  these  facts,  if  ad- 
mitted, furnish  no  cause  of  action  whatever  ?  I  do  not  think- 
so.' 

"  The  complaint  also  alleged  that  the  appellant  failed  to  assess 
its  taxes  as  required  by  law.  And  the  act  expressly  provides 
that  such  failure  shall  be  prima  facie  evidence  of  fraud.  The 
act  as  construed  by  the  majority  does  not  mean  anything;  and 
no  suit  can  be  maintained  under  it.  If  the  legislature  had  in- 
tended to  repeal  the  law  I  think  it  would  have  said  so.  The 
complaint  charges  Fraud  on  the  part  of  the  defendant,  and  the 
case  should  be  reversed  and  remanded  for  trial." 

Thus,  it  appears  from  the  extract  of  the  opinion  of  the  Arkansas 
supreme  court  that  the  Anderson-Tully  case  turned  upon  the  ques- 
tion, not  of  the  existence  or  non-existence  of  fraud,  but  of  "Button, 
button — who  has  the  button?"  A  majority  of  the  court  were  un- 
willing to  ascribe  such  fraud  to  any  overt  act  of  the  taxpayer. 

It  is  possible  that  this  construction,  adopted  by  a  divided  court, 
is  a  proper  interpretation  of  the  legislative  intent.  Indeed,  it  is  quite 
possible  that  the  legislature  had  not  the  moral  courage  to  so  write 
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the  amendment  as  to  impeach  or  invalidate  all  fraudulent  assessments 
of  property.  Contrariwise,  that  body  was  constrained  to  qualify  the- 
proscribed  "'  actual  fraud  "  with  the  phrase,"  "  of  the  taxpayer." 

It  is  an  axiom,  well  known  to  any  lawyer,  that  fraud  vitiates  every- 
thing it  touches.  When  once  established,  fraud  taints  and  nullifies 
every  contract,  declaration,  or  pronouncement.  Moreover,,  fraud's 
indefinable  and  changeful  character,  like  the  chameleon's  coat,  rend- 
ers impossible  an  exact  definition  that  would  serve  in  all  cases  to 
identify  it. 

Mr.  Cooley,  in  his  monumental  treatise  on  taxation  (Sec.  1143), 
has  made  this  general  statement : 

"  When  assessors  systematically  understate  all  the  property  of 
their  district,  when  the  statute  in  positive  terms  requires  its  as- 
sessment in  actual  value,  such  understatement  is  a  public  and 
not  a  private  wrong." 

And  it  has  been  repeatedly  held  in  Wisconsin  that  an  intentional 
under-assessment  invalidates,  "  whether  it  was  the  result  of  an  agree- 
ment with  the  owner  of  the  property  or  the  result  of  the  officer's 
disregard  of  his  duty." 

In  Harjim  v.  Owens,  52  Fed.  (2)  530,  the  U.  S.  district  court  for 
the  southern  district  of  Florida,  in  1931,  had  under  challenge,  at  the 
instance  of  specific  taxpayers,  an  entire  district  assessment,  because 
of  the  wholesale  dereliction  of  duty  on  the  part  of  the  local  assessor,, 
in  omitting  other  property  from  the  tax  books.  Although  the  court 
evidently  regarded  this  as  a  case  of  constructive,  rather  than  actual, 
fraud;  yet,  since  it  was  perpetrated  by  the  taxing  officials  and  not 
by  the  taxpayer,  it  is  interesting  to  see  the  judicial  reaction  in  in- 
validating the  entire  assessment  for  fraud,  not  actual  but  construc- 
tive.    At  the  end  of  his  opinion,  Judge  Ritter  used  these  words: 

"  My  belief  is  that  the  tax  assessor  did  not,  in  his  own  mind, 
set  about  and  intend  to  deliberately  commit  a  fraud  as  such,  in 
the  making  of  the  assessment  rolls. 

But  his  lack  of  diligent  inquiry,  his  method  in  assessing  prop- 
erty, his  leaving  off  some  millions  of  dollars  worth  of  personal 
property  from  the  tax  assessment  rolls,  during  the  years  1929 
and  1930  especially,  his  lower  valuations  of  Palm  Beach  town 
real  estate  than  in  West  Palm  Beach,  resulting  in  the  inevitable 
discriminations  and  unequal  and  non-uniform  valuations  in  the 
county,  all  of  which  have  been  systematically  and  intentionally 
pursued  through  the  four  years  in  question,  establish  fraud  in 
lazv.  Taxpayers  and  the  plaintiffs  here  are  grievously  injured 
by  an  unjust  burden  of  taxes  under  these  circumstances." 

The  topic,  "  Fraud  in  Taxation,"  has  manifold  implications,  and 
the  major  principle  which  I  wish  to  drive  home,  in  but  a  cursory  view 
is  this :  Fraud,  in  its  essence,  is  a  sinister  device,  available  to  both 
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sides  of  the  taxing  procedure— the  public  official  on  one  side  of  the 
table  and  the  taxpayer  on  the  other.  Cheating  and  deceit  and  over- 
reaching may  characterize  either  party. 

It  was  well  said  by  Cicero,  the  Roman  senator : 
"  For  one  man  to  practice  a  fraud  upon  another,  and  to  in- 
crease his  own  property  at  the  expense  of  his  neighbor,  is  more 
injurious  to  nature  than  death,  poverty,  grief,  or  anything  else 
that  can  affect  our  bodies  or  happen  to  our  person  or  circum- 
stances." 

And  the  poet  Dante,  in  his  imperishable  "  Inferno,"  added,  four- 
teen centuries  later,  this  corroborative  thought: 

"  Fraud,  which  is  an  ill  peculiarly  man's  own,  displeases  God 
most;  and  therefore  the  fraudulent  fall  lower  and  groan  with 
deeper  anguish." 

A  contemporary  economist  has  recently  expressed  the  attribute 
now  under  condemnation  in  these  forceful  terms : 

"  When  legal  avoidance  becomes  impossible,  resort  is  had  to 
illegal  evasion  and  deceit.  The  attempt  to  escape  bearing  one's 
share  of  governmental  expense  has  become  a  popular  game 
among  the  richer  Americans. 

Because  the  rich  will  be  dishonest  and  will  decline  to  rally 
to  the  goal  which  they  chiefly  control,  the  burden  must  be  put 
on  the  poor,  who  cannot  escape.  It  must  be  put,  not  merely 
on  those  who  benefit  less  from  the  existing  regime  than  those 
who  now  pay  income  taxes,  but  on  those  who  actually  suffer 
under  it,  those  who  cannot  afford  even  to  feed  their  children 
properly. 

If  this  is  the  example  of  morale  which  those  who  are  sup- 
posed to  lead  our  society  offer  to  the  rest,  there  is  no  avoiding 
the  conclusion  that  it  is  rotten  to  the  core." 

Finally  I  would  sound  a  note  of  warning  that  taxation  should  be 
fairly  administered,  with  an  eye  single  to  the  interests,  not  merely 
of  the  taxpayer,  but  of  the  state  itself.  The  people  for  whom  the 
Government  exists  should  have,  at  least,  a  reasonably  fair  deal. 

Mr.  Justice  Brewer,  one  of  the  most  eminent  Judges  who  ever 
graced  our  highest  tribunal,  in  the  famous  Adams  Express  Com- 
pany case  (166  U.  S.  185,  17  S.  Ct.  604)  which  established,  once 
and  for  all,  the  taxability  of  intangible  as  well  as  the  tangible  prop- 
erty, declared: 

"  Accumulated  wealth  will  laugh  at  the  credulity  of  taxing 
laws  which  reach  only  the  one  and  ignore  the  other ;  while  they 
who  own  tangible  property  not  organized  into  a  single  pro- 
ducing plant  will  feel  the  injustice  of  a  system  which  so  mis- 
places the  burden  of  taxation." 
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And  it  was  James  the  Just,  the  Amos  of  the  New  Testament,  who 
warned  the  scribes  and  pharisees : 

"  Behold,  the  hire  of  the  laborers  who  have  reaped  down 
your  fields,  which  is  of  you  kept  back  by  fraud,  crieth;  and 
the  cries  of  them  which  have  are  entered  into  the  ears  of  the 
Lord  of  Sabaoth." 

Chairman  Long:  We  are  very  grateful  to  Dr.  Vaughan  for  that 
splendid  address,  and  we  have  some  little  time  now  for  discussion. 
When  he  was  telling  his  story,  which  Mr.  Zoercher  did  not  have 
hardly  the  face  to  stay  and  listen  to,  I  recalled  the  story  about  the 
applicant  for  the  Bar,  in  Indiana,  who,  strangely  enough,  was  turned 
down,  because  he  answered  only  one  of  the  questions.  We  think  in 
Massachusetts  some  times,  that  Yale,  which  has  a  requirement  for 
scholastic  standing,  would  mark  that  particular  fellow  100%  so  he 
could  play  on  the  football  team. 

Mr.  Philip  Zoercher   (Indiana)  :  Mr.  Chairman — 

Chairman  Long  :  Mr.  Zoercher  is  out  of  order. 

Mr.  Philip  Zoercher  (Indiana)  :  I  just  wanted  to  say  I  had  an 
order  from  my  good  wife  to  come  out  there,  and  everybody  knows 
that  is  true. 

Mr.  George  Vaughan  :  Oh,  yeah  ? 

Chairman  Long  :  That  is  the  first  time  I  have  ever  known 
Zoercher  to  hide  behind  the  skirts  of  a  woman. 

Now,  we  can  have  some  discussion,  because  we  have  had  some 
processing  taxes  and  some  sales  taxes,  some  income  taxes,  and  some 
Biblical  quotations,  which  I  think  there  may  be  some  question  about, 
and  it  seems  to  me  that  at  least  Oklahoma  ought  to  rise  in  defense 
of  one  of  its  errant  sons  who  made  the  mistake  of  going  to  church 
in  Arkansas. 

Mr.  Oscar  Leser  (Maryland)  :  Just  one  brief  reply  to  the  as- 
persion that  was  cast  on  the  State  of  Indiana,  by  telling  you  what 
happened  in  the  State  of  Arkansaw.  They  make  it  a  misdemeanor 
there  if  you  call  it  Arkansas.  There  was  a  teacher  in  the  state 
who  gave  out  to  his  young  girl  pupils  a  theme.  He  said,  "  I  want 
you  to  write  a  little  essay  on  the  subject  of  justice,"  and  they  all 
turned  in  their  papers  except  one,  and  she  lingered  quite  a  while. 
The  teacher  went  to  her  and  said,  "  What  is  the  trouble?  "  "  Well," 
she  said,  "  I  have  been  trying  and  trying,  but  I  just  can't  finish 
it."  He  looked  at  it  and  read  it  and  it  read  something  like  this : 
"  Justice  is  that  institution  by  which  perfect  righteousness  is  done 
between  man  and  man  and  temples  are  erected,"  and  so  on  and  so  on. 
The  teacher  said,  "That  is  perfectly  beautiful;  what  is  the  matter 
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with  that?"     And  she  said,  "  I  can't  spell  the  last  word."     "What 
last  word  do  you  want  ?  "     "  Balonie." 

Chairman  Long  :  It  is  said  that  balonie,  no  matter  how  thin 
you  cut  it,  is  still  balonie. 

What  have  we  ?  Who  shall  we  call  upon  to  discuss  the  serious 
side  of  our  session  ? 

Mr.  Ray  L.  Riley  (California)  :  Not  entirely  serious,  but  out 
in  California  we  have  a  chief  of  the  Department  of  Finance,  who 
recently  reduced  a  $90,000,000  deficit,  by  the  aid  of  a  lead  pencil, 
to  nothing. 

Having  listened  to  a  discussion  on  processing  taxes,  I  will  chal- 
lenge the  world  with  our  money  against  the  man  with  processing 
tax  enthusiasm. 

Chairman  Long  :  It  may  be  well  to  say  that  while  the  national 
tax  conference,  through  its  program,  has  made  it  possible  to  have 
papers  too  long,  so  that  we  haven't  full  opportunity  for  discussion, 
there  is  this  homely  suggestion  that  may  still  be  made :  that  we 
deem  the  conference  to  be  a  success,  where  there  is  free  discussion 
and,  perhaps,  a  failure,  where  the  persons  in  attendance  merely 
remain  seated  and  enjoy  whatever  may  be  given  to  them  in  the  way 
of  addresses.  Don't  go  away  with  only  the  thought  of  entertain- 
ment and  not  with  the  thought  of  contribution.  It  may  be  that 
I  shall  be  forced  to  draft  some  one  into  this  particular  discussion, 
because  it  just  happens  that  I  can  see  twelve  or  fifteen  people 
before  me  who  will  give  us  a  very  good  discussion  of  any  of  these 
particular  taxes,  but  I  should  like  to  have  some  volunteers.  We 
should  like  to  have  a  little  discussion,  and  I  can  assure  you,  that  if  we 
do  get  some  good  discussion  started  it  will  be  excellent.  Mr. 
Bradley  of  South  Carolina  has  volunteered.  Can  you  talk  over 
the  radio  ? 

Mr.  Bradley  (South  Carolina)  :  I  am  not  going  to  make  a  speech 
at  all.  Colonel  Zoercher,  over  there  in  Indiana,  once  was  invited 
out  to  one  of  these  parties  where  they  have  somebody  sitting  at  the 
head  of  the  table  and  all  kinds  of  good  things  to  eat  on  the  table, 
and  the  toastmaster  looked  over  at  Colonel  Zoercher,  after  they 
had  eaten,  and  said,  "  We  have  with  us  tonight  a  gentleman,  a 
rather  unusual  gentleman;  he  has  some  strange  peculiarities."  He 
said,  "  If  you  put  dinner  in  his  mouth,  out  comes  a  speech."  Well, 
Mr.  Zoercher  got  up  on  the  wrong  side  of  the  bed  that  morning  and 
when  he  got  up  he  said,  "  Yes,  and  we  have  a  rather  unusual  gentle- 
man at  the  head  of  our  table  tonight."  He  said,  "  If  you  put  a 
speech  in  his  mouth  out  comes  your  dinner." 

So,  I  am  not  going  to  make  a  speech  but  I  justed  wanted  to  ask 
this   question :   being  an   income   tax  administrator,   I   am   worried 


192  NATIONAL  TAX  ASSOCIATION 

about  this  social  security  law.  Most  all  of  these  taxes  are  deductible, 
except  income  and  inheritance  taxes  and  taxes  for  local  benefits. 
The  laws  that  have  been  written  heretofore,  probably  with  the  ex- 
ception of  Wisconsin's,  have  not  contemplated  this  tax  on  payrolls. 
I  am  wondering  if  the  speaker  who  told  us  about  the  income  tax, 
could  give  us  some  light  on  this  subject,  whether  the  laws  would 
have  to  be  rewritten  or  what  can  be  done  about  that  matter.  As  I 
understand  it  from  pretty  good  authority,  all  of  the  taxes  paid  by 
corporations  in  the  United  States  amount  to  $4,400,000,000,  and 
that  this  processing  tax  is  going  to  amount  to  $4,700,000,000.  Well, 
gentlemen,  if  that  is  a  deductible  item  in  your  income  taxes,  where 
are  you  going  to  get  any  income  taxes?  I  just  would  like  to  hear 
the  speaker  make  some  statement  as  to  that  situation. 

Chairman  Long:  Will  Dr.  Groves  answer  that  very  easy 
question. 

Mr.  Harold  M.  Groves  (Wisconsin)  :  Mr.  Chairman,  I  don't 
know  what  the  provision  is  in  most  of  the  state  laws,  with  regard 
to  the  deduction  of  these  payroll  taxes,  but  on  principle,  they  cer- 
tainly should  be  exempted.  They  are  business  expense,  like  any 
other  business  expense.  It  should  come  out  before  net  income  is 
arrived  at.  So  far  as  the  Wisconsin  income  tax  is  concerned,  pro- 
vision is  made  for  their  deduction. 

With  regard  to  the  question  of  whether  there  is  going  to  be  any- 
thing left  after  you  take  those  taxes  out;  whether  there  is  going 
to  be  any  net  income  in  the  country,  of  course,  that  remains  to 
be  seen. 

As  I  said  before,  the  limit  of  all  taxation  is  the  national  income. 
When  you  get  beyond  that,  there  isn't  much  left  to  shoot  at.  But  it 
seems  entirely  possible  that  these  taxes,  being  a  business  expense, 
being  added  to  the  cost  of  doing  business,  being  national,  become  a 
part  of  the  consumer's  charge,  and  really  will  be  an  indirect  sales 
tax,  another  one  of  the  taxes  which  are  paid  in  the  bill  of  the 
Amercan  consumer. 

Chairman  Long  :  I  am  very  grateful  to  you,  Mr.  Groves.  I  am 
going  to  call  on  two  particular  persons.  I  will  give  warning  to 
one  and  I  just  asked  the  other  if  he  would  be  willing  to  speak. 
The  one  I  am  not  going  to  immediately  call  upon  will  be  asked  about 
the  California  use  tax,  an  interesting  development  of  sales  tax 
legislation.  In  that  connection  I  am  going  to  ask  Roger  Traynor 
to  speak.  He  may  give  us  some  ideas  about  the  trailers  or  caravans 
I  see  going  over  the  road  from  Michigan,  or  some  such  place,  to 
avoid  the  tax  in  California.  In  the  meantime  we  shall  have  some 
discussion  from  one  who  has  given  these  matters  a  great  deal  of 
study,  Mr.  Noel  Sargent.  Perhaps  it  is  fair  to  say  he  is  a  repre- 
sentative  of   the   National    Manufacturers   Association.      While   I 
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can  say  with  all  sincerity  that  he  approaches  it  from  a  pure  fact 
point  of  view,  I  think  he  has  no  objection  to  my  saying  he  also 
approaches  it  from  the  point  of  view  of  the  manufacturer. 

Mr.  Noel  Sargent  (New  York)  :  I  represent  some  of  the  guinea 
pigs  that  these  discussions  have  been  relating  to,  as  to  who  can  be 
experimented  on,  and  how;  with  reference  to  different  kinds  of 
taxes. 

I  think  that  the  gentleman  who  spoke  on  the  processing  tax  was 
entirely  correct  in  one  of  his  statements,  and  that  is  that  the  social 
security  tax  is  undoubtedly  going  to  seriously  affect  the  agricul- 
tural interests  of  the  country. 

Unfortunately,  in  many  respects,  the  agricultural  interests  ap- 
parently had  no  realization  of  that  matter  at  all,  when  the  taxes 
were  up  for  consideration  in  Congress,  and,  so  far  as  I  know, 
made  no  representations  of  any  kind  in  connection  with  that 
legislation. 

It  is  unquestionable  that  those  taxes,  being  paid  by  industry,  will, 
as  far  as  industry  can  accomplish  it,  which,  as  you  know,  is  some 
times  10%  and  sometimes  zero,  be  added  to  the  cost  of  production, 
and  consequently  will  affect  the  prices  that  are  paid.  Of  course, 
as  long  as  there  is  a  disparity  in  purchasing  power,  and  that  too  is 
a  debatable  question,  as  to  whether  we  can  establish  an  exact  mathe- 
matical ratio  which  should  be  reached  at  any  point — as  long  as 
there  does  exist  or  continue,  a  considerable  disparity  in  purchasing 
power,  many  of  us  believe  it  is  a  great  mistake  to  add  an  additional 
cost  upon  industry  and  compel  agriculture  to  see  its  purchasing 
power  still  further  detrimentally  affected.  That  is  one  of  the 
things  which  ought  to  be  considered,  in  connection  with  any  of 
these  taxes  upon  industry. 

The  social  security  tax  adds  heavily  to  the  burden  upon  manu- 
facturing industries.  I  am  not  familiar  with  the  whole  figures, 
but  from  manufacturing  figures,  we  estimate  it  is  going  to  add  for 
1936  a  14%  increase  in  manufacturing  taxes,  and  when  we  get  to 
1949  it  would  increase  manufacturing  taxes  by  some  82%  over  the 
present  tax  load.  That  is  something  which  gives  a  lot  of  us  some- 
thing to  think  about. 

As  was  mentioned  there  are  a  great  many  administrative  prob- 
lems connected  with  it,  which  I  suppose  may  be  ironed  out  in  the 
course  of  time.  Consider,  for  example :  what  are  wages  ?  Wages 
are  defined  in  the  federal  Act  as  meaning  money  remuneration  or 
its  substantial  equivalent.  And  the  question  has  been  practically 
asked :  how  will  they  determine  it  for  example,  in  the  case  of  a  de- 
partment store  that  sells  ladies  clothes,  where  they  allow  the  sales 
girls  in  that  department  a  25,  30  or  40%  discount  on  the  purchase 
of  clothes,  to  assist  in  selling  them  in  good  shape.  Is  that  a  form 
of  wage  which  should  be  taxed,  or  is  it  a  form  of  advertising  ex- 
13 
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pense?  Or  the  question  of  whether  the  family  discounts  allowed 
employees  are  a  form  of  discount  which  must  be  classified  as  a 
wage,  or  whether  that  will  be  said  to  be  advertising.  Those  are 
some  of  the  things  which  are  going  to  concern  us,  in  connection 
with  this  type  of  legislation. 

I  am  not  going  to  discuss  the  agricultural  adjustment  Act,  Mr. 
Chairman,  in  any  detail  at  all.  I  think  we  can  engage  in  quite  a 
debate  as  to  whether  there  is  an  exact  comparison  between  the  pro- 
cessing tax  and  the  tariff,  either  with  reference  to  a  single  com- 
modity or  with  reference  to  the  agricultural  situation  as  a  whole. 

The  discussion  this  evening  related  for  the  most  part,  in  that 
connection,  to  the  cotton  situation,  but  the  statement  was  made  by 
the  gentleman,  that  after  all,  these  manufacturers  are  not  paying  a 
processing  tax,  since  you  must  assume  that  it  is  shifted  to  the  con- 
sumers of  the  article.  Therefore  the  question  becomes,  instead  of 
the  ratio  between  the  agriculturist  and  the  manufacturer,  which 
was  the  assumption  put  up  to  us,  one  between  the  agriculturist  and 
the  industrialist  and  consumer;  and  even  if  one  is  not  friendly  to 
the  manufacturer,  there  may  at  least  be  considerable  said  as  to  the 
merits  of  a  tax  which  does  increase  the  cost  to  consumers.  I  do 
not  discuss,  in  detail,  the  proposal  which  has  been  made  from  time 
to  time,  that  if  a  tax  is  collected  illegally,  and  subsequently  held 
so,  a  person  should  be  debarred  from  any  action  to  recover  any 
part  of  the  tax.  This  seems  certainly  inequitable,  if  we  are  con- 
sidering the  equities,  in  connection  with  this  kind  of  taxation. 

There  was  one  statement  made,  however,  with  a  reference  to 
which  I  will  conclude ;  the  statement  that  industry  is  able  to  pass  on 
its  burdens,  in  a  time  of  depression,  to  labor.  I  don't  believe  there 
is  a  justifiable  ground  for  any  such  belief.  The  facts  show  that 
out  of  the  total  income  of  the  country,  wages  and  salaries  received 
prior  to  the  depression  constituted  almost  exactly  the  same  percent- 
age as  during  the  depression.  As  a  matter  of  fact  it  has  gone  up 
very  slightly  during  the  depression.  They  show,  moreover,  that 
the  percentage  of  net  return  from  industry  going  in  to  form  divi- 
dends and  profits  has  been  less  during  the  depression  than  it  was 
before.  According  to  the  figures  of  the  Bureau  of  Foreign  and 
Domestic  Commerce  on  national  income,  considerably  more  surplus 
has  been  distributed  than  was  produced,  and  that  has  been  dis- 
tributed from  the  surplus  which  corporations  and  investors  have 
built  up. 

I  do  not  consider  sound  the  assumption  that  industry  is  able 
to  pass  the  burden  of  this  tax  on  to  labor  and  that  agriculture  is 
in  a  more  detrimental  situation  in  that  respect.  I  thank  you  for 
this  privilege. 

Chairman  Long:  I  am  going  to  ask  Professor  Traynor  if  he  will 
tell  us  a  little  about  that  use  tax  in  California.     While  it  mav  not 
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have  occurred  to  all  of  you,  it  is  quite  a  revolutionary  change,  and 
I  am  pretty  anxious  to  know  how  it  is  working  out,  because  theo- 
retically it  sounds  good. — Dr.  Traynor. 

Mr.  Roger  Traynor  (California)  :  The  interstate  commerce 
problem,  like  most  of  the  problems  that  have  been  presented  here, 
reminds  me  of  the  story  told  recently  about  Mr.  Justice  Cardozo, 
who  was  asked  to  attend  a  dinner  in  Washington  and  begged  to 
be  excused,  for  the  reason,  he  said,  that  he  had  to  stay  at  home 
late  that  night  and  work  hard  on  the  big  books,  because  he  had  to 
find  the  least  erroneous  answer  to  an  insolvable  problem.  I  think 
that  is  very  much  the  way  with  the  problem  of  interstate  commerce, 
and  the  sales  tax  situation,  and  franchise  taxes,  and  most  of  the 
other  kinds  of  taxes  that  we  have  on  business  and  corporations. 

The  lead  which  we  got  which  formed  the  basis  of  our  use  tax 
was  the  case  of  Gregg  Dyeing  Works  v.  Query,  which  upheld  a 
tax  by  the  State  of  South  Carolina,  imposed  solely  upon  gasoline 
imported  into  South  Carolina.  The  tax,  however,  was  at  the  same 
rate  as  the  ordinary  gasoline  tax  sold  in  the  state.  On  the  face 
of  it  there  was  a  discrimination  against  interstate  commerce;  and 
I  think  most  lawyers  presented  with  that  question  would  immedi- 
ately have  said  that  the  tax  was  unconstitutional. 

The  Supreme  Court  of  the  United  States  upheld  the  tax,  hold- 
ing that  there  was  no  discrimination  against  interstate  commerce; 
that  domestic  sales  of  gasoline  were  subject  to  the  ordinary  gasoline 
tax,  and  that  the  tax  on  gasoline  imported  was  simply  laying  the 
same  burden  which  was  put  upon  domestic  sales  of  gasoline;  that 
it  was  not  necessary  for  South  Carolina  to  put  all  its  eggs  in  one 
basket,  or  to  put  all  its  tax  laws  in  one  statute;  that  the  rate  was 
identical,  and  that  there  were  no  privileges  given  to  domestic 
sales  of  gasoline  which  were  not  accorded  to  the  gasoline  which 
was  imported.  That,  however,  is  just  one  of  the  problems  which 
must  be  met,  in  an  effective  solution  of  the  difficulties  arising  in 
sales  tax  states,  on  account  of  the  competition  of  interstate 
commerce. 

The  next  problem  is  largely  an  administrative  one ;  that  of  col- 
lecting the  tax.  If  the  state  were  driven  to  collect  its  tax  from 
the  consumers,  rather  than  from  the  retailers,  you  would  have 
almost  an  impossible  problem.  As  an  administrative  matter,  they 
have  asked  that  the  tax  be  collected  from  the  retailers.  That 
raises  a  question  whether  a  tax  put  on  the  use  of  property  can  be 
obtained  through  retailers,  by  making  the  retailers  collecting  agents 
for  the  state. 

There  again,  we  had  a  rather  good  decision  to  follow:  Monomotor 
Oil  Company  v.  Johnson,  in  which  it  appears  in  the  opinion  of  the 
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court,  by  Justice  Roberts,  that  the  retailer  can  be  made  a  collecting 
agent  for  the  state.  There  was  no  provision  in  the  Iowa  statute 
for  compensating  such  retailers. 

Then  a  further  difficulty  arose.  Suppose  these  retailers  have 
not  qualified  to  do  intrastate  business  in  the  state,  how  about  the 
service  of  process  upon  them,  if  they  fail  to  return  the  money? 
In  California,  the  statutes  with  regard  to  the  service  of  process, 
and  the  qualification  to  do  business,  confined  the  requirement  to 
corporations  which  were  qualified  to  do  intrastate  commerce.  So, 
we  had  to  remedy  that  situation  by  providing  for  the  service  of 
process  upon  agents  of  concerns  engaged  in  interstate  commerce. 
There  again  we  were  met  with  another  legal  question,  as  to  whether 
it  was  constitutional,  under  the  due  process  of  law  clause,  to  serve 
process  upon  an  agent.  The  doubts  on  that  matter  arose  from  the 
famous  case  of  Flcxncr  v.  Farson,  in  which  Holmes,  writing  the 
opinion  of  the  court,  left  the  impression  that  it  would  be  uncon- 
stitutional to  do  so.  Fortunately,  while  the  bill  was  in  progress 
through  the  legislature,  the  United  States  Supreme  Court  settled 
that  doubt.      (Doherty  v.  Goodman.  294  U.  S.  623.) 

Then,  we  were  faced  with  another  difficulty.  How  about  the 
retailers  w'ao  had  left  California,  after  they  had  collected  the  tax 
which  the1  were  required  to  collect,  as  collecting  agents,  and  had 
no  property  there?  That  raised  the  difficulty  which  had  been  raised 
before,  in  Colorado  v.  Harbcck;  that  one  state  will  not  entertain 
actions  by  another  state  to  enforce  its  tax  laws. 

We  attempted  to  get  around  that,  by  writing  into  the  bill  a  pro- 
vision that  this  tax  which  the  retailers  were  required  to  collect, 
constituted  a  debt,  hoping  that  a  suit  on  a  debt  might  form  a  way 
of  getting  around  Moore  v.  Mitchell  and  Colorado  v.  Harbcck.  In 
the  case  of  retailers  who  do  have  agents  in  the  state,  we  will  not 
rely  upon  that  provision  but  will  serve  process  on  the  agent  and 
then  sue  upon  the  judgment  outside  of  the  state. 

Those  in  brief  are  the  principal  legal  difficulties  which  we  at- 
tempted to  meet;  and.  as  you  will  see  from  this  very  brief  resume, 
they  don't  all  arise  out  of  interstate  commerce  law.  Most  of  them, 
in  fact.  I  think  the  most  difficult  ones,  are  due  process  of  law  diffi- 
culties. Perhaps  the  most  formidable  one  is  that  arising  out  of 
the  case  of  Dau'son  Distilleries  Company  v.  Ketncky,  a  case  loaded 
with  dynamite,  in  regard  to  many  of  these  taxes,  perhaps  the  pro- 
cessing taxes,  and  others.  That  is  a  case  holding  that  a  tax  on 
the  owner's  use  of  his  own  property,  which  is  fundamental  to  all 
other  uses,  is  a  property  tax.  If  that  be  true,  then  we  run  afoul 
of  the  uniformity  provision  in  our  constitution  that  all  property 
must  be  taxed  in  proportion  to  value,  at  uniform  rates.  We  feel, 
however,  that  there  are  certain  distinctions  which  we  can  make  in 
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that  regard;  but  if  we  lose  on  that,  then  I  think  we  shall  lose 
out  on  many  of  our  taxes. 

Then,  of  course,  in  the  administration  of  this  use  tax,  there  are 
some  headaches  that  arise  in  the  administration  of  the  sales  tax. 
One  of  the  first  that  arose  was  the  question  of  delivery  charges, 
and  in  that  problem,  as  in  all  the  other  problems  which  arose  under 
this  tax,  it  is  extremely  important  that  there  be  no  discrimination 
against  interstate  commerce.  Now,  the  delivery  charge  rule,  under 
the  sales  tax,  is,  that  if  the  delivery  charges  are  segregated  from 
the  price  of  the  goods  and  billed  separately  to  the  customer,  the 
tax  will  not  apply  to  them.  If  there  is  one  price  for  the  article 
delivered,  then  the  tax  will  apply  to  that  full  price.  Needless  to 
say,  most  of  the  retailers  do  segregate  delivery  charges  from  the 
price.  In  the  case  of  goods  delivered  from  the  East  to  California, 
where  the  freight  charges  are  very  great,  the  tax,  where  the  de- 
livery charges  are  segregated,  will  only  apply  to  the  price.  We  have 
had  a  great  number  of  complaints  from  California  dealers  that  this 
is  not  a  complete  wiping  out  of  the  discrimination  against  inter- 
state commerce,  but  the  board  has  religiously  adhered  to  this  rule, 
as  it  must,  because  if  it  attempted  to  allow  an  exemption  of  de- 
livery charges  from  the  sales  tax  and  then  applied  the  use  tax  to 
delivery  charges  in  interstate  commerce,  the  tax  would  be  completely 
void. 

In  a  nutshell,  then,  the  principal  problems  we  had  were  the 
question  of  interstate  commerce,  which  we  attempted  to  get  around 
through  the  use  of  Gregg  Dyeing  Works  v.  Query;  making  the 
retailer  a  collector  of  the  tax,  which  we  hope  to  get  around,  through 
Monomotor  Oil  Company  v.  Johnson;  and  suit  in  the  courts  of 
other  states  which  we  hope  to  get  around  in  two  ways,  one,  where 
we  could  serve  process  on  a  person  in  California,  by  reducing  an 
action  to  a  judgment  and  then  suing  on  that  judgment,  or  two — 
it  may  be  a  forlorn  hope — calling  the  tax  obligation  a  debt  and 
then  suing  in  the  courts  of  another  state  on  that  debt. 

Chairman  Long  :  Thank  you  very  much,  Dr.  Traynor.  Dr. 
Stauffer,  do  you  want  to  say  anything  on  the  social  security  act  ? 

Dr.  Stauffer  :  I  don't  believe  I  have  anything  to  say  on  that, 
except  I  fully  agree  with  the  expressions  on  it.  I  think  we  might 
leave  it  until  tomorrow  morning. 

Chairman  Long  :  Is  there  any  other  discussion  that  you  wish 
to  have  on  this  social  security,  the  agricultural  adjustment  act, 
sales  taxes,  income  taxes,  the  Bible,  Arkansas,  Oklahoma,  or  any- 
thing ? 

(No   response.) 

Chairman  Long:  Mr.  Mueller,  did  you  have  anything  to  say? 
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Mr.  William  Mueller   (Minnesota)  :  I  was  going  to  make  a 
motion  to  adjourn. 

Chairman  Long:  Admiral  Mueller  moves  we  adjourn. 
(Motion  seconded.) 
(Motion  carried.) 
(Adjournment.) 


FIFTH  SESSION 
Wednesday  Forenoon,  October  16,  1935 

Chairman  Henry  F.  Long,  presiding. 

Chairman  Long:  On  motion  of  Mr.  Zoercher  we  will  call  the 
convention  to  order,  it  being  nine-thirty,  and  we  will  recess  until 
there  are  more  in  the  room. 

Chairman  Long  :  The  recess  being  over,  we  will  start  the  morn- 
ing session.  Suggestion  has  been  made  that  the  seating  arrange- 
ments were  a  little  impractical,  in  that  the  more  comfortable  chairs 
were  left  at  the  rear  of  the  room,  so  we  are  going  to  try  to  have 
the  more  uncomfortable  chairs  taken  from  the  front  and  put  in 
the  rear,  so  that  we  shall  have  more  who  will  fill  up  the  front 
part  of  the  hall. 

I  don't  know  whether  the  entertainment  committee  wants  to  say 
anything  now,  or  wait  until  more  come  in.  Perhaps  it  will  be  as 
well  to  do  it  now. 

I  should  say  also  at  the  beginning,  that  the  resolutions  committee 
is  still  far  from  being  selected,  and  unless  there  are  names  sug- 
gested by  the  states,  it  will  be  necessary,  under  the  rules,  for  the 
presiding  officer  to  select  someone  from  each  of  the  states,  and 
perhaps  we  shall  make  the  end  of  this  morning's  session  the  dead- 
line, and  if  there  are  no  names  presented  at  that  time,  the  presiding 
officer  will  arbitrarily  name  some  one  from  each  state  to  be  a 
member  of  the  resolutions  committee.  The  chairman  of  the  reso- 
lutions committee,  of  course,  will  want  to  have  a  meeting,  and  it  is 
not  fair  to  ask  that  there  be  a  longer  period  of  waiting  beyond  this 
noon.  If  it  is  agreeable  to  you  at  this  time  we  will  have  an  an- 
nouncement from  the  entertainment  committee. 

Mr.  Raymond  A.  Tolbert  (Oklahoma)  :  Mr.  Chairman  and 
gentlemen ;  in  behalf  of  the  arrangements  committee  I  want  to  in- 
vite your  attention  again  to  the  announcement  on  the  back  of  the 
yellow  slip  about  the  automobile  sight-seeing  tour  this  afternoon. 
We  ask,  please,  that  you  register  at  the  registration  desk  by  noon, 
if  convenient,  or  early  this  afternoon,  so  that  we  may  make  the 
proper  arrangements  for  transportation.     That  is  the  only  reason. 

In  that  connection  I  might  say  that  a  number  of  people  have 
asked  me  about  one  obvious  characteristic  of  the  oil  field. 

You  will  notice  at  the  south  end,  that  the  wells  are  arranged  in 
rows,  evenly  spaced,  six  hundred  and  sixty  feet  apart.     Tbat  there  is 
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a  well  in  the  center  of  each  ten  acres.  Then  you  notice  along  about 
the  middle,  that  it  is  like  a  pin  cushion ;  there  is  a  well  everywhere 
you  can  get  one,  almost.  Further  along,  towards  the  north,  the 
wells  are  spaced  about  one  to  the  block.  The  reason  for  that  is 
land  ownership  and  human  nature.  The  land  in  the  south  end  of 
the  field  was  acquired  by  certain  companies,  before  oil  was  dis- 
covered, and  was  developed  in  orderly  manner,  by  drilling  a  well 
on  approximately  each  ten  acres.  It  is  an  accepted  fact  that  one 
well  on  ten  acres  will  produce  all  the  available  oil  and  gas,  just 
about  as  well  as  ten  wells  on  ten  acres.  Of  course,  as  wells  cost 
$100,000  or  $200,000  to  drill  and  equip,  that  is  an  item.  On  the 
other  hand,  at  the  north  of  the  field,  where  you  see  the  pin  cushion 
effect,  that  is  outside  of  the  city  limits.  That  area  was  laid  off  in 
town  lots  in  the  early  days,  and  was  acquired  in  small  tracts  by  a 
great  many  people.  When  oil  was  struck  in  the  south  end  of  the 
field,  the  little  fellows,  or  the  independents — the  speculators,  so  to 
speak — got  hold  of  every  lot  they  could,  and  then  there  was  a 
scramble  to  get  the  neighboring  fellow  to  throw  his  lots  in  and  all 
go  together  and  finance  and  drill  the  well.  As  to  the  north  end  of 
the  field,  which  is  in  the  city  limits,  our  city  enacted  a  zoning 
ordinance,  zoning  and  controlling  the  development,  so  that  there 
is  approximately  one  well  for  each  city  block.  I  thought  you  might 
be  interested  in  that  information. 

Chairman  Long:  We  are  very  much  obliged  to  you.  Is  there 
anything  further  that  these  people  ought  to  know? 

Mr.  Raymond  A.  Tolbert  :  I  might  make  this  further  announce- 
ment: beginning  Thursday,  and  continuing  Friday  and  Saturday, 
we  have  a  celebration  of  the  twenty-fifth  anniversary  of  the  estab- 
lishment of  the  packing  industry  here  in  Oklahoma  City.  Our 
plants  and  stock  yards,  along  with  those  at  Fort  Worth,  Kansas 
City  and  Chicago,  are  the  largest  in  the  country,  and  they  were 
established  twenty-five  years  ago.  The  packing  interests  are  putting 
on  this  twenty-fifth  anniversary  jubilee.  There  will  be  a  big  parade 
tomorrow,  a  rodeo,  and  everything  of  that  kind.  If  you  want  to 
attend  any  of  those  performances  you  should  secure  your  reserva- 
tions at  Veazey's  Drug  Store.  That  is  a  large  drug  store  in  central 
downtown,  a  block  or  two  northeast  of  here. 

Chairman  Long:  Mr.  Secretary,  any  announcements  to  make? 

Chairman  Long:  This  morning's  session  is  filled  with  subjects 
which  should  offer  some  opportunity  of  discussion,  and  it  may  be 
well  to  say  that  at  the  end  of  the  papers,  the  first  being  a  report, 
there  will  be  some  discussion,  and,  following  out  the  suggestion  of 
last  evening,  perhaps  some  discussion  of  the  social  security  pro- 
gram, but  more  particularly,  to  follow  out  the  suggestion  of  Mr. 
Rilev  of  California  and  others  interested  along  a  similar  line,  there 
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will  be  the  discussion  of  the  fields  that  the  federal  and  the  state  gov- 
ernment should  occupy,  in  death  duty  activities. 

The  first  paper  on  the  program  this  morning  is  a  report  of  the 
committee  of  the  National  Tax  Association  on  Double  Domicile 
in  Inheritance  Taxation,  and  for  that  committee  Mr.  Farwell  Knapp, 
Assistant  State  Tax  Commissioner  of  Connecticut,  as  chairman,  will 
report.  If  Mr.  Knapp  will  come  forward  we  shall  be  pleased  to 
hear  the  report  of  this  committee. — Mr.  Knapp. 

Mr.  Farwell  Knapp  (Connecticut)  :  Mr.  President  and  ladies 
and  gentlemen,  this  is  the  most  complicated  matter  I  ever  got  into, 
and  I  therefore  hope  that  the  chair  will  give  me  the  benefit  of  what 
is  called  on  the  football  field  the  slow  whistle. 

REPORT  OF  COMMITEE  OF  NATIONAL  TAX  ASSOCIA- 
TION ON  DOUBLE  DOMICILE  IN  INHERITANCE 
TAXATION 

At  its  twenty-seventh  conference  in  Boston,  in  October  1934,  the 
National  Tax  Association,  through  its  executive  committee,  voted 
to  authorize  the  president  of  the  association  to  appoint  a  committee 
to  study  and  report  to  the  next  conference  on  the  problem  of  double 
domicile  in  death  taxation.  The  committee  was  duly  appointed,  and 
presents  its  preliminary  report  herewith. 

The  problem  may  best  be  illustrated  by  a  recent  well  known  case. 
Dr.  John  Thompson  Dorrance,  head  of  The  Campbell  Soup  Company, 
died  September  21,  1930,  testate,  leaving  an  estate  in  excess  of  one 
hundred  million  dollars.  Mr.  Dorrance  was  anxious  that  his  will 
be  established  as  that  of  a  person  domiciled  in  New  Jersey,  because 
in  his  will  he  had  made  certain  dispositions  of  property  which  were 
valid  by  New  Jersey  law,  but  which  offended  against  the  Pennsyl- 
vania law  concerning  perpetuities.  This  was  of  course  a  perfectly 
proper  motive  on  his  part.  (It  may  be  remarked  that  it  is  well 
settled  that  a  desire  to  minimize  taxes  is  a  perfectly  proper  motive 
to  induce  a  man  to  change  his  domicile).  Dr.  Dorrance's  executors 
proved  his  will  in  New  Jersey  as  that  of  a  New  Jersey  resident,  and 
administration  of  his  estate  and  New  Jersey  tax  proceedings  started. 
The  Dorrance  estate  consisted  largely  of  securities,  the  certificates 
being  actually  kept  in  New  Jersey  and  New  York-none  being  present 
in  Pennsylvania ;  he  maintained  residences  in  New  Jersey,  Penn- 
sylvania, and  Maine.  Maine  made  no  claim  of  domicile,  but  when 
ancillary  proceedings  were  had  in  Pennsylvania  (as  they  had  to  be, 
to  clear  title  to  the  valuable  real  estate  there),  the  Pennsylvania 
supreme  court  held  that  Dr.  Dorrance's  domicile  was  in  Pennsyl- 
vania at  the  time  of  his  death,  309  Pa.  St.  151 ;  163  Atl.  303.  The 
executors  were  thus  in  a  dilemma.  They  were  forthwith  obliged 
to  pay  the  Pennsylvania  inheritance  tax,  amounting  to  many  millions 
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of  dollars,  and  were  faced  with  the  prospect  of  being  obliged  to  pay 
a  Xevv  Jersey  inheritance  tax  of  a  nearly  equal  amount.  The  exe- 
cutors made  every  effort  to  appeal  the  case  to  the  United  States 
Supreme  Court,  but  failed,  because  they  had  not  properly  raised  a 
federal  question  at  the  beginning  of  the  Pennsylvania  proceedings. 
For  reasons  to  be  set  out  later,  it  is  by  no  means  certain  that  there 
was  any  federal  question  that  could  be  raised.  The  executors  were 
then  obliged,  in  order  to  protect  the  estate  from  double  death  duties, 
to  litigate  the  question  of  domicile  in  New  Jersey.  That  litigation 
is  still  proceeding  at  the  present  time.  The  lower  New  Jersey  courts 
have  held  that  Dr.  Dorrance's  domicile  was  in  New  Jersey  at  the 
time  of  his  death.  The  case  is  on  its  way  to  the  court  of  last  resort 
in  New  Jersey.  If  that  court  upholds  New  Jersey  as  the  domicile, 
it  may  be  that  the  executors  can  carry  the  case  to  the  United  States 
Supreme  Court,  but  even  if  that  court  will  take  the  case,  it  is  by  no 
means  certain  that  it  will  interfere  with  either  the  Pennsylvania 
or  New  Jersey  decisions,  thereby  in  effect  giving  Dr.  Dorrance  a 
double  domicile  at  the  time  of  his  death.  This  is  not  as  absurd  as 
it  sounds,  as  we  shall  attempt  to  explain  later. 

The  accurate  determination  of  the  domicile  of  Dr.  Dorrance  is  not 
important  for  our  purposes.  Wherever  his  domicile  was,  it  must 
be  plain  that  here  is  a  situation  where  the  executors  and  beneficiaries 
of  an  estate,  through  no  fault  of  their  own,  but  because  of  conflicting 
inferences  from  the  facts,  have  been  put  to  great  expense  and  trouble 
and  lengthy  litigation,  and  are  faced  with  the  possibility  or  prob- 
ability of  being  obliged  to  pay  double  death  taxes.  True,  it  is  not 
the  exact  sort  of  double  taxation  of  which  the  courts  have  hitherto 
disapproved,  but  in  practical  effect  it  certainly  is  double  taxation, 
and  is  the  more  striking,  in  that  it  results  from  an  apparent  denial 
of  what  has  generally  been  considered  to  be  an  axiom,  namely,  that 
a  person  can  have  only  one  domicile  at  a  time. 

Some  further  remarks  are  necessary,  in  order  to  emphasize  the 
dilemma  in  which  the  executors  are  placed  in  such  a  case.  Leaving 
out  of  account  any  pugnacious  emotions  which  may  be  naturally 
roused  in  them,  they  must  decide  either  to  pay  no  taxes  until  the 
matter  is  somehow  finally  settled,  or  else  to  pay  the  tax  to  state  A 
and  fight  the  claim  for  tax  by  state  B.  If  the  executors  adopt  the 
first  alternative,  they  will  incur  large  penalties  by  way  of  interest 
and  otherwise,  imposed  by  whichever  state  is  ultimately  decided  to 
be  the  domicile  of  the  decedent ;  and  there  is  always  the  risk  that 
both  states  may  ultimately  be  held  to  be  entitled  to  taxes,  in  which 
case  there  will  be  double  penalties.  On  the  other  hand,  if  the  execu- 
tors choose  the  second  alternative,  and  pay  the  tax  to  state  A,  while 
fighting  the  tax  in  state  B,  it  may  ultimately  turn  out  that  state  B 
is  alone  entitled  to  tax,  in  which  case  the  executors  may  have  to  pay 
interest  and  penalties  to  state  B  and  may  also  be  unable  to  get  a 
refund  from  state  A.     In  times  like  the  present,  when  many  states 
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are  spending  money  faster  than  it  is  available,  a  large  refund  is  not 
easily  obtainable,  and  it  may  be  impossible  to  obtain  one. 

The  whole  situation  outlined  above  calls  for  the  exercise  by  state 
taxing  authoritits  of  the  utmost  good  faith  towards  estates. 

Your  committee  believes  that  this  problem  arises  with  increasing 
frequency  in  this  country.  Among  its  causes  are  the  increasing  mobil- 
ity of  the  American  people,  and  the  increasingly  vast  expenditures 
by  the  several  states,  which  lead  to  a  chaotic  jumble  of  drastic 
revenue  laws,  varying  from  state  to  state,  with  increasing  strictness 
of  enforcement,  which  in  turn  causes  pressure  to  be  put  on  individ- 
uals to  minimize  their  taxes  as  much  as  they  lawfully  can.  No 
blame  can  attach  to  individuals  for  doing  this,  and  it  is  being  in- 
creasingly done,  not  merely  by  very  wealthy  people,  but  by  persons 
of  only  moderate  riches.  As  between  New  York  and  Connecticut, 
for  example,  inquiries  from  taxpayers  come  almost  every  day  to 
the  tax  commissioners  of  one  state  or  the  other,  as  to  the  relative 
advantages  of  being  domiciled  in  one  state  or  the  other.  Tax  con- 
sciousness, as  well  as  tax  evasion  or  tax  avoidance  is  growing. 

We  may  also  point  out  that  this  problem  applies  not  merely  to 
death  taxes,  but  to  income  taxes  and  other  forms  of  excise  taxation. 

Your  committee,  after  anxious  inquiry  and  study,  is  by  no  means 
certain  that  this  problem  is  capable  of  a  complete  solution.  Five 
alternative  suggestions  have  been  made:  (1)  Use  the  recent  federal 
Declaratory  Judgment  Act,  by  having  the  executor  sue  in  a  federal 
court,  citing  both  states  in;  (2)  Obtain  legislation  by  Congress, 
specifically  authorizing  federal  courts  to  take  jurisdiction  of  cases 
of  threatened  double  domicile;  (3)  Have  state  A  intervene  in  the 
courts  of  state  B,  and  submit  itself  to  the  jurisdiction  of  state  B,  so 
that  one  binding  decision  as  to  domicile  may  be  had;  (4)  Obtain 
reciprocal  legislation  between  the  several  states,  providing  for  arbi- 
tration of  such  cases;  (5)  Obtain  compacts  between  the  several 
states  to  the  same  end. 

Before  discussing  these  in  detail,  it  will  be  well  to  consider  some 
of  the  inherent  difficulties  in  the  situation.  These  may  be  ap- 
proached as  follows : 

(A)  Difficulties  from  the  point  of  view  of  executors  and  bene- 
ficiaries ; 

(B)  Difficulties  from  the  point  of  view  of  the  courts; 

(C)  Difficulties  from  the  point  of  view  of  taxing  officials. 

As  to  (A),  the  above  outline  of  the  Dorrance  case  has  disclosed 
the  chief  troubles  of  executors  and  beneficiaries.  One  phase  needs 
further  discussion:  namely,  the  difficulties  in  the  way  of  executors 
appealing  the  decision  of  a  state  court  to  a  federal  court.  The  exe- 
cutors must  claim  initially  and  must  insist  throughout  the  proceed- 
ings, both  administrative  and  judicial,  while  the  matter  is  within 
the  state's  jurisdiction,  that  the  proposed  imposition  of  the  state  tax 
is  in  violation  of  the  due  process  clause  of  the  constitution  of  the 
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United  States.  If  this  is  done  consistently,  and  if  the  decision  of 
the  court  of  last  resort  of  the  state  is  adverse  to  the  claim  of  the 
executors,  it  seems  highly  probable  that  certiorari  would  be  granted 
by  the  United  States  Supreme  Court :  but  if  the  facts  indicate  a 
close  case,  and  if  the  two  state  courts  render  strong  decisions  in 
their  opposite  positions,  it  is  by  no  means  certain  what  position  the 
supreme  court  would  take.  As  will  be  shown  later,  there  are  prece- 
dents for  that  court  holding  that  it  will  not  interfere  with  either 
state's  decision  as  to  domicile.  The  procedure  is  hazardous,  from  the 
standpoint  of  the  executors ;  the  estate  may  find  itself  enmeshed  in 
a  web  of  double  taxation.  This  procedure  throws  much  responsi- 
bility upon  the  executor  and  his  attorneys,  who  should  at  the  very 
outset  carefully  assemble  all  of  the  facts  relating  to  domicile,  and, 
after  careful  consideration,  endeavor  to  reach  a  conclusion  that  will 
stick.  When  that  is  done,  they  should  contest  the  tax  claims  of 
any  state,  other  than  the  one  which  they  select,  and  litigate  the 
matter  as  above  indicated. 

But  if,  after  the  highest  court  of  state  A  has  made  its  decision  as 
to  domicile,  and  while  the  case  is  pending  in  the  intermediate  courts 
of  state  B,  the  executors  decide  not  to  allow  the  matter  to  go  to 
the  highest  court  of  state  B,  but  instead,  to  attempt  to  get  the  matter 
into  the  federal  courts,  at  once,  even  greater  hazards  await  them. 
The  United  States  district  court  will  not  take  jurisdiction  of  a  suit 
by  the  executors  to  restrain  the  state  taxing  authorities  from  prose- 
cuting the  suit  in  the  courts  of  state  B,  unless  the  executors  can 
show  that  administrative  action  in  state  B  has  ended,  and  judicial 
action  has  not  yet  begun.  Dorrancc  v.  Martin,  U.  S.  District  Court, 
New  Jersey,  June  3,  1935,  604  C.  C.  H.  Current  New  Matters, 
par.  4228.  It  is  extremely  difficult  to  know  just  when  this  point 
occurs ;  and  as  the  laws  of  each  state,  with  regard  to  death  taxation, 
differ  from  one  another,  with  respect  to  administrative  and  judicial 
procedure  so  much,  no  general  rule  can  be  laid  down  which  would 
enable  executors  to  know  when  to  take  advantage  of  this  procedure. 
Moreover,  even  if  the  executors  do  pick  the  right  time,  they  may 
subject  themselves  to  heavy  penalties  by  one  or  both  of  the  states 
claiming  a  tax. 

As  to  (B),  the  chief  difficulty,  from  the  point  of  view  of  the 
courts,  is  that  which  faces  every  court,  when  there  is  a  square  con- 
flict of  laws.  Many  domicile  cases  do  not  involve  this,  for  the  laws 
of  most  of  the  states  regarding  domicile  are  quite  similar ;  but  there 
undoubtedly  are  states  whose  laws  as  to  domicile  are,  in  some  phases 
at  least,  squarely  opposed.  Such  cases  really  cannot  be  solved  by 
state  courts. 

Suppose,  for  example,  that  the  law  of  state  A  is  such  that  when 
a  man  wbose  domicile  of  origin  was  state  A  but  who  has  acquired  a 
domicile  in  state  B,  leaves  it,  with  the  intention  of  acquiring  a  dom- 
icile elsewhere,  the  man's  domicile  of  origin  controls  (this  is  said  to 
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be  the  English  rule).  Suppose  that  the  law  of  state  B  is  such  that 
when  a  man  who  has  a  domicile  in  state  B,  leaves  it,  with  the  inten- 
tion of  acquiring  a  domicile  elsewhere,  the  domicile  in  state  B  per- 
sists, until  he  actually  does  acquire  a  domicile  elsewhere.  Suppose 
that  a  man  dies  under  such  circumstances  that  by  the  law  of  state 
A  he  is  domiciled  in  state  A  (his  domicile  of  origin)  and  by  the 
law  of  state  B  he  is  domiciled  in  state  B.  It  may  be  assumed  that 
the  courts  of  both  states  A  and  B  are  entirely  sincere  in  their  belief 
that  their  own  particular  rule  is  the  correct  one  and  would  be  un- 
willing to  change  it  in  favor  of  some  other  rule.  It  is  obvious  that 
no  intellectually  satisfactory  result  will  be  obtained  by  having  state 
A  intervene  in  the  courts  of  state  B,  or  vice  versa.  If  the  contro- 
versy were  somehow  taken  into  a  federal  court — let  us  say  the 
United  States  Supreme  Court — such  federal  court  would  either  have 
to  dodge  the  question,  by  deciding  that  it  would  not  interfere  with 
the  decision  in  either  state  and  that,  therefore,  decedent  was  in  effect 
domiciled  in  two  places  at  once.  There  is  good  authority  for  this : 
Thormann  v.  Frame,  176  U.  S.  350  (1900)  ;  Overby  v.  Gordon,  177 
U.  S.  214  ( 1900)  ;  Tilt  v.  Kelsey,  207  U.  S.  43  (1907)  ;  Baker  v.  Baker, 
Eccles.  &  Co.,  242  U.  S.  394  (1917).  These  cases  are  based  on  the 
full  faith  and  credit  clause  of  the  constitution.  The  rule  seems  to 
be  sensible  and  is  to  the  effect  that  the  courts  of  state  A,  by  deciding 
domicile  to  be  in  state  A,  cannot  foreclose  inquiry  into  domicile  in 
the  courts  of  state  B,  by  persons  who  were  not  parties  to  the  suit 
in  state  A.  The  United  States  Supreme  Court,  in  these  cases,  is  not 
trying  to  compare  the  two  judgments :  it  is  simply  saying  that,  under 
the  circumstances,  a  plea  of  res  adjudicata  is  not  good.  Moreover, 
the  judgment  of  the  highest  court  of  state  A,  in  such  a  case,  may 
not  be  reviewable  at  all  by  the  United  States  Supreme  Court,  since 
such  judgment  may  merely  be  confined  to  a  decision  that  upon  the 
facts  a  domicile  may  properly  have  been  found  by  the  trial  court  to 
be  in  one  place,  without  deciding  whether  it  might  not  with  equal 
propriety  have  been  found  by  the  trial  court  to  have  been  in  another 
place.  And  again,  even  if  the  decisions  of  the  highest  courts  of 
both  states  A  and  B  are  reviewable  by  the  United  States  Supreme 
Court,  there  is  no  necessary  absurdity  in  the  latter  court's  refusing 
to  overturn  either,  because,  as  Professor  Joseph  A.  Beale  well  says. 
in  his  recent  book  on  the  Conflict  of  Laws,  Vol.  1,  page  106, 

"...  while  domicile  is  a  term  of  international  law  and  has 
the  same  general  meaning  throughout  common-law  countries, 
nevertheless,  in  apprehending  this  meaning,  we  must  expect 
differences,  and  must  not  be  surprised  if  each  country  has  its 
individual  conception  of  the  meaning  of  this  international  term. 
This  is  unfortunate;  but  there  is  no  possible  help  for  it.  Each 
court  should  of  course  strive  to  make  its  own  conception  coin- 
cide with  the  general  conception ;  but  each  court,  in  dealing  with 
any  case  involving  domicile,  must  finally  apply  to  the  determi- 
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nation  of  the  question  its  own  ideas ;  and  even  in  dealing  with 
a  domicile  admitted  to  be  in  another  country,  it  must  for  its 
own  purposes  insist  on  the  international  meaning  as  it  conceives 
it  to  be,  and  not  yield  its  conception  to  any  other  country.  For 
the  law  of  domicile,  like  any  law  which  is  the  expression  of  an 
international  conception,  is  law  in  the  court's  sense,  only  because 
it  has  been  received  as  a  part  of  the  court's  own  domestic  law ; 
and  it  is  as  part  of  its  own  law  that  the  court  applies  it  to  the 
solution  of  every  case  that  is  brought  before  it  ". 

Or  else  such  federal  court,  if  it  felt  unable  to  permit  the  absurdity 
of  a  person  being  held  to  be  domiciled  in  two  places  at  once,  and 
if  (as  seems  likely)  it  felt  itself  controlled  by  the  idea  back  of  First 
National  Bank  v.  Maine,  284  U.  S.  312  (1932),  to  the  effect  that 
there  can  be  only  one  death  tax  with  respect  to  intangibles,  might 
apply  its  own  conception  of  what  the  law  of  domicile  is,  and  declare 
invalid,  as  offending  against  the  due  process  clause,  any  law  of  any 
state  which  conflicted  therewith.  This  would  come  very  close  to,  if 
it  did  not  actually  involve,  establishing  a  federal  law  of  domicile 
which  would  override  state  laws.  There  is  no  indication  in  the  re- 
ported cases,  so  far  as  we  are  aware,  that  any  such  federal  law  of 
domicile  exists ;  but  it  is  by  no  means  impossible  that  it  will  be 
created.  There  is  little  use  speculating,  until  the  matter  is  actually 
decided  by  the  United  States  Supreme  Court ;  but  that  may  be  a  long 
time  off;  at  any  rate  the  Dorrance  case  will  probably  not  raise  it. 

Thus  there  is  indicated  a  possible  solution,  namely  to  use  the 
United  States  Supreme  Court  as  a  final  arbiter  in  such  cases;  but  it 
is  far  from  certain,  and  is,  moreover,  too  expensive  for  the  ordinary 
small  estate  to  follow.  That  is  equally  true  in  the  more  frequent 
instance,  where,  as  in  the  Dorrance  case,  there  is  no  square  conflict 
of  laws,  but  merely  a  different  value  given  by  the  state  courts  to 
the  facts. 

As  to  (C) — difficulties  from  the  point  of  view  by  taxing  officials — 
much  could  be  said.  Suppose  the  will  of  a  decedent  is  probated  in 
state  A,  as  that  of  a  person  domiciled  in  state  A,  and  then  the  exe- 
cutors come  to  the  tax  commissioner  of  state  B  and  desire,  either  to 
withdraw  intangibles  in  state  B,  or  to  probate  the  will  in  state  B 
as  that  of  a  person  domiciled  in  state  A.  If  the  tax  commissioner 
of  state  B  were  the  Archangel  Gabriel,  he  could  investigate  and  per- 
haps make  up  his  mind  that  decedent  was  not  domiciled  in  state  B, 
and  thereupon  release  intangibles  in  state  B.  But  tax  commission- 
ers are  seldom  archangels,  and  the  amounts  of  taxes  involved  being 
sometimes  very  large,  it  is  an  unfair  burden  to  place  upon  the  tax 
commissioner  of  state  B,  to  require  him  to  make  a  decision  on  his 
sole  responsibility,  whereby  state  B  may  lose  a  large  amount  of 
money.  His  job  often  has  political  color,  and  he  cannot  be  ex- 
pected to  approach  the  matter  in  a  purely  objective  and  aloof  judi- 
cial spirit.     This  human  side  of  the  problem  is  an  important  one. 
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We  now  have  a  sufficient  basis  on  which  to  discuss  the  five  sug- 
gested solutions. 

I.  Use  the  recent  federal  declaratory  judgment  act,  by  having  the 
executor  sue  in  a  federal  district  court,  citing  both  states  in,  as 
parties  defendant.  So  far  as  is  known,  this  has  not  yet  been  tried. 
Its  success  is  very  doubtful.  A  federal  district  court  will  pretty 
surely  not  entertain  a  suit  for  a  declaratory  judgment,  unless  the 
case  is  of  a  kind  over  which  the  court  would  have  jurisdiction  other- 
wise. It  is  difficult  to  see  any  federal  question  in  a  domicile  case, 
except  one  arising  out  of  the  due  process  clause;  and  that  could  not 
be  involved,  unless  both  states  were  actually  threatening  to  impose 
taxes.  If  the  executor  waits  until  he  is  sure  that  both  states  will 
claim  taxes,  he  may  subject  himself  to  heavy  penalties  by  one  or 
both ;  if  he  sues  prematurely,  he  will  be  thrown  out  of  court. 

If  this  procedure  be  successfully  followed,  it  means  an  ultimate 
appeal  of  most  cases  to  the  United  States  Supreme  Court.  While 
this  is  well  enough,  if  the  case  is  a  large  and  important  one,  it  is 
both  unfair  to  burden  that  court  with  minor  cases  and  also  a  hardship 
on  the  executor  of  a  small  estate. 

As  a  variant  of  this  method,  it  has  been  suggested  that  it  might 
be  possible  for  the  executor  to  bring  an  original  action  in  the  United 
States  Supreme  Court  for  a  declaratory  judgment,  etc.,  citing  in 
both  states  A  and  B.  Something  rather  like  this  was  attempted  in 
connection  with  the  Dorrance  case,  and  failed.  See  New  Jersey  v. 
Pennsylvania,  287  U.  S.  580  (1933)  and  Pennsylvania  v.  New  Jersey. 
288  U.  S.  618  (1933).  Such  a  proceeding  must  rest  upon  Article 
III,  section  2,  of  the  Constitution  of  the  United  States,  which  pro- 
vides, among  other  things,  that  in  all  cases  in  which  a  state  shall  be 
a  party,  the  supreme  court  shall  have  original  jurisdiction.  The 
question  arises,  however,  whether  a  state  may  be  sued,  without  its 
consent.  If  not,  this  suggested  procedure  would  seem  impossible. 
And  if  the  suggestion  be  turned  around,  and  be  that  state  A  should 
start  such  original  action  in  the  supreme  court,  citing  in  the  executor 
and  state  B,  the  answer  is,  first,  that  state  A  would  probably  refuse 
to  take  such  a  step,  and,  second,  that  it  could  not  cite  in  state  B, 
as  there  is  no  real  dispute  between  states  in  a  double  domicile  case 
in  the  sense  of  a  cause  of  action  by  one  against  the  other.  As  a 
general  rule,  the  executor  is  bound  to  take  a  stand  as  to  where  the 
decedent  was  domiciled  at  death.  He  cannot  throw  up  his  hands  and 
say  that  he  does  not  know  whether  decedent  was  domiciled  in  state 
A  or  in  state  B.  He  cannot  act  as  executor  at  all,  until  he  has 
probated  the  will,  and  by  the  very  probating  of  it  he  usually  takes 
a  stand  as  to  domicile.  If  he  decides  for  state  B,  there  is  a  contro- 
versy between  him  and  state  A,  but  how  is  there  any  controversy 
between  states  A  and  B  ?  State  A,  by  hypothesis,  is  convinced  that 
decedent  died  domiciled  therein :  if  state  B  "  wrongfully  "  taxes  the 
executor,  that  gives  state  A  no  cause  of  action  against  state  B. 
And  vice  versa. 
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II.  It  has  been  suggested  that  Congress  be  induced  to  pass  legis- 
lation specifically  enlarging  the  jurisdiction  of  federal  district  courts, 
to  include  such  cases  of  disputed  domicile  in  tax  matters.  There  is 
grave  doubt  whether  the  federal  constitution  confers  upon  the  Fed- 
eral Government  the  power  to  pass  legislation,  under  which  two  or 
more  states  may  be  joined  in  a  proceeding  in  a  federal  court,  for 
the  purpose  of  determining  the  domicile  of  a  decedent.  Each  state 
involved  would  say  that  when  it  subscribed  to  the  federal  constitu- 
tion, it  did  not  surrender  to  the  Federal  Government  its  power  to 
say  whether  a  decedent  was  domiciled  within  its  borders ;  that  this 
is  purely  a  matter  for  state  determination,  except  that  if  a  state 
commits  a  wrong,  for  which  redress  may  be  had  under  the  federal 
constitution,  the  remedy  is  by  action  of  the  executor  against  the 
offending  state  by  certiorari  from  the  highest  state  court  to  the 
United  States  Supreme  Court  (cf.  A,  supra).  If  such  a  wrong  is 
inflicted,  it  seems  likely  that  the  supreme  court  would  grant  certi- 
orari, provided  that  the  executor  had  claimed  an  infringement  of 
the  due  process  clause  at  the  outset,  and  had  insisted  thereon, 
throughout  the  state  courts.  For  in  the  series  of  inheritance  tax 
cases  culminating  in  First  National  Bank  v.  Maine,  284  U.  S.  312 
(1932),  the  United  States  Supreme  Court  in  effect  held  that  the 
Federal  Government  has  sufficient  jurisdiction  over  state  taxation, 
to  enable  it  to  step  in  and  prevent  states  from  doing  gross  injustice 
to  estates,  by  levying  double  death  taxes  on  intangible  personal  prop- 
erty, on  the  ground  that  the  state  of  the  debtor's  domicile,  as  well  as 
the  state  of  the  creditor's  domicile  had  jurisdiction  to  impose  death 
taxes.  Similarly,  in  the  situation  of  double  domicile,  we  have  a  case 
where  there  may  be  possible  the  infliction  of  gross  injury,  if  the 
states  are  left  to  their  own  devices. 

III.  State  A  may,  of  course,  intervene  in  the  tax  proceedings  in 
state  B,  submitting  itself  to  the  jurisdiction  of  state  B's  courts  and 
being  bound  by  their  decision  of  domicile.  This  has  been  done 
occasionally,  the  latest  case  being  Matter  of  Estate  of  James  A. 
Trowbridge,  266  N.  Y.  283,  194  N.  E.  756  (1935).  The  executor 
would  usually  prefer  such  a  procedure;  he  has  the  advantage  of 
being  able  to  choose  his  forum.  This  may  be  very  important,  for 
reasons  quite  apart  from  taxes :  for  example,  as  in  the  Dorrance 
case,  the  will  may  be  partly  invalid,  if  decedent  was  domiciled  in 
state  A,  though  wholly  valid  in  state  B ;  and  if  the  executor  chooses 
state  B  as  the  forum,  the  courts  thereof  may  be  reluctant  to  upset 
the  will,  as  well  as  reluctant  to  have  state  B  lose  the  taxes. 

There  may,  however,  be  objections,  from  the  tax  official's  point 
of  view,  to  intervention  in  another  state.  State  B  may  not  allow 
such  intervention ;  it  is  probably  a  matter  of  discretion.  Again,  even 
if  state  A  were  willing  to  intervene  in  state  B,  and  if  state  B  were 
willing  to  allow  the  intervention,  nevertheless  state  A  may  have  no 
appropriation  which  would  enable  its  attorney-general  to  hire  counsel 
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to  act  in  the  courts  of  state  B.  Such  counsel  would  probably  be 
necessary,  in  every  case  of  intervention,  because  the  attorney  general 
of  state  A  cannot  be  expected  to  be  a  member  of  the  bar  of  state  B, 
or  to  be  familiar  with  the  practice  and  procedure  in  state  B. 

As  a  variant  of  this  method,  it  has  been  suggested  that  the  various 
states  might  agree,  either  by  legislation  or  otherwise,  that  if  the 
executor  should  be  able  to  take  the  matter  into  a  federal  court,  the 
states  would  be  bound  by  the  decision  arrived  at.  This,  likewise, 
is  probably  not  practicable.  Many  states  would,  in  all  probability, 
hesitate  to  take  any  such  position,  since  it  opens  up  possibilities  that 
might  not  be  desirable.  As  indicated  above,  many  of  the  states 
would  probably  take  the  view  that  any  decision  as  to  domicile  is 
peculiarly  a  state  question  and  would  be  unwilling  to  surrender  the 
power  of  determination  to  a  federal  court.  Moreover,  there  is  the 
recurring  difficulty  as  to  whether  all  of  the  states  claiming  domicile 
could  be  made  parties,  and  if  they  were  not  parties,  they  might  feel 
that  they  ought  not  to  be  bound  by  the  litigation.  Furthermore,  the 
states  would  have  no  control  of  the  proceeding,  so  that  if  the 
executor  saw  fit  to  rest  with  a  district  court  determination,  a  state 
might  be  precluded  from  going  further. 

IV.  It  is  suggested  that  reciprocal  statutes  be  enacted,  providing 
for  the  arbitration  of  such  questions.  In  all  respects  that  is  similar 
to  the  next  plan  suggested;  that  of  compacts  between  the  states, 
which  latter  require  congressional  sanction.  Reciprocal  statutes 
alone,  without  congressional  assent,  would  probably  not  be  upheld. 
The  discussion  of  a  plan  of  arbitration  will,  therefore,  fall  under 
the  next  heading. 

V.  It  is  suggested  that  compacts,  with  congressional  assent,  be 
obtained  among  the  states.  In  general,  this  plan  would  involve 
obtaining  congressional  assent  to  the  enactment,  by  any  state  which 
desired  to  join,  of  a  statute  to  the  effect  that  if  questions  of 
domicile  in  connection  with  death  taxes  should  arise  between  the 
enacting  state  and  any  other  state  or  states  having  similar  reciprocal 
laws,  the  states  involved  would  submit  the  matter  to  arbitration  by 
a  board  of  three  members,  to  be  appointed  by  the  governors  of 
three  nearby  reciprocal  states  not  involved  in  the  matter,  and  that 
the  states  so  submitting  would  agree  to  be  bound  by  the  decision 
of  said  board.  It  should  be  provided  that  the  board  should  be 
composed  of  men  (whether  practicing  lawyers,  judges,  or  tax  offi- 
cials) who  have  had  occasion,  in  the  course  of  their  duties  or  prac- 
tice, to  familiarize  themselves  with  the  law  of  domicile.  It  should 
be  provided  that  proceedings  before  such  board  be  informal ;  that 
it  should  not  be  bound  by  the  strict  laws  of  evidence,  but  that  it 
should  use  as  the  basis  of  its  decision  some  legal  norm  for  domicile- 
preferably  that  of  the  American  Law  Institute's  Restatement.  It 
should  be  further  provided  that  upon  the  request  of  anv  disputing 
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state,  the  executor  must,  within  a  specified  time,  either  give  or 
refuse  his  assent  to  such  arbitration,  and  that  a  condition  of  giving 
assent  would  be  to  preclude  the  executor  from  litigating  the  matter 
of  domicile  in  connection  with  death  taxes  in  any  court  of  any  of 
the  disputing  states  or  in  any  federal  court,  under  suitable  penalties. 
The  executor  should  have  his  option  and  should  be  allowed  to  take 
his  chance  of  being  taxed  in  more  than  one  state;  it  should  hardly 
be  necessary,  if  the  plan  should  work  at  all  well,  to  put  extra  pres- 
sure upon  the  executor,  by  threatening  him  with  penalties,  if  he 
does  not  consent  to  arbitration  and  if  actual  litigation  ends  with 
the  decision  that  decedent's  domicile  at  the  time  of  his  death  was 
within  the  enacting  state. 

This  plan  could  be  extended  to  income  taxes,  if  found  desirable. 
It  is  obvious  that  at  least  five  states  would  have  to  enact  such  laws, 
before  the  plan  could  begin  to  function.  In  view  of  the  success  of 
the  former  reciprocal  plan,  between  1925  and  1932,  which  dealt 
with  multiple  death  taxation  of  intangibles,  whereby  40  out  of  the 
48  states  were  upon  a  reciprocal  basis,  until  the  condition  which 
called  for  such  a  remedy  was  ended  by  a  decision  of  the  United 
States  Supreme  Court,  First  National  Bank  v.  Maine,  284  U.  S. 
312  (1932).  It  is  not  thought  that  a  new  reciprocity,  such  as  is 
here  suggested,  would  meet  with  insuperable  obstacles. 

It  is  submitted  that  such  a  plan  would  meet  most  of  the  objections 
which  have  been  urged  against  other  suggested  solutions.  No 
burden  of  expense  or  lengthy  litigation  would  be  imposed  upon 
the  executor.  It  would  relieve  the  tax  commissioners  of  the  dis- 
puting states  from  unfair  newspaper  or  political  pressure.  The 
board  of  arbitration  could  adopt  a  common  law  of  domicile  and 
adhere  to  it,  whatever  the  rules  of  law  might  be,  if  the  question 
were  litigated  in  state  courts.  It  avoids  suspicion  of  venality,  such 
as  might  appear  in  cases  of  intervention,  because  the  board  of 
arbitration  would  in  no  way  be  financially  interested  in  the  outcome. 
It  avoids  the  necessity  of  state  A  retaining  counsel  qualified  to 
practice  in  the  courts  of  state  B. 

Your  committee  is  far  from  asserting  that  the  suggested  recipro- 
cal compact  plan,  with  a  board  of  arbitration,  is  ideally  perfect; 
but  only  say  that  it  seems  to  be  the  least  objectionable  solution 
to  this  intricate  and  perplexing  problem.  Various  objections  will 
readily  occur  to  the  critical  mind.  For  example:  the  members  of 
the  board  of  arbitration  would  not  only  have  to  serve  without 
adequate  compensation  (unless  some  arrangement  could  be  made 
that  they  be  compensated  by  the  disputing  states),  but  also,  they 
would  be  put  to  a  considerable  amount  of  trouble  and  inconvenience 
which  would  have  no  direct  relationship  to  their  regular  duties. 
They  would  have  to  undertake  the  task  of  arbitration,  out  of  a 
sense  of  public  duty,  in  order  to  preserve  the  Union  and  maintain 
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the  good  feeling  between  the  states.  In  view  of  the  many  special 
commissions  doing  unpaid  but  time-consuming  and  important  work 
in  the  various  states,  it  is  believed  that  sufficiently  well-qualified 
and  public  spirited  men  could  be  found,  to  undertake  and  carry 
out  this  function.  Doubtless  much  of  the  evidence  could  be  pre- 
sented in  affidavit  form,  in  the  absence  of  objection;  the  board 
would  be  free  to  make  its  own  rules  concerning  this;  but  everyone 
recognizes  the  value  of  the  trier  of  facts  actually  seeing  and  hear- 
ing the  witness  testify,  and  the  value  of  cross  examination.  Never- 
theless, there  is  no  more  difficulty  here  than  there  is  in  the  case  of 
state  A  intervening  in  the  courts  of  state  B;  state  A  must  ordin- 
arily persuade  its  witnesses  to  go  to  state  B  to  testify,  as  there  is 
no  way  of  compelling  them  to  do  so.  It  is  true  that  in  the  James 
A.  Trowbridge  case,  mentioned  above,  in  which  the  testimony  was 
taken  before  a  referee  appointed  by  the  New  York  surrogate's 
court,  the  referee  and  the  New  York  State  Tax  Commission  were 
so  courteous  as  to  consent  to  the  taking  of  evidence  in  Connecticut, 
where  several  of  the  witnesses  were.  The  referee  and  counsel 
for  the  New  York  State  Tax  Commission  journeyed  to  Connecticut, 
and  the  hearings  were  held  in  decedent's  house.  Such  a  procedure 
would  seldom  be  practicable  for  a  board  of  arbitration,  especially 
if  the  two  states  claiming  domicile  were  situated  at  some  distance 
from  one  another.  If  the  board  met  in  state  X,  both  states  A  and 
B  would  somehow  have  to  induce  their  important  witnesses  to 
journey  to  state  X.  This  would  probably  involve  paying  the  wit- 
nesses' expenses ;  the  executor  could  hardly  be  expected  to  do  this, 
especially  if  his  claim  were  adverse  to  the  state  which  desired  to 
transport  witnesses,  and  that  state  would  somehow  have  to  arrange 
its  own  appropriations,  in  such  a  fashion  that  funds  would  be 
available.  Such  changes  in  appropriations  are  none  too  easy  to 
make  in  these  days,  and  one  can  foresee  the  difficulty  of  explaining 
to  a  legislature  the  necessity  for  any  such  plan;  yet  something  like 
this  will  have  to  be  worked  out,  or  the  plan  would  not  function. 
Still  another  objection  is  that  unless  the  48  states  ultimately  joined 
in  the  passage  of  such  laws,  opportunities  would  exist  by  which  the 
solution  of  the  domicile  dilemma  might  be  obstructed.  Suppose, 
for  example,  that  states  A  and  B,  as  well  as  the  executor,  submitted 
to  arbitration  and  were  bound  thereby.  Suppose  that  thereafter 
state  X,  not  one  of  the  reciprocal  states,  claims  that  decedent  was 
domiciled  therein  and  somehow  obtains  jurisdiction  over  the  exe- 
cutor, or  the  property  of  the  estate,  or  both.  It  is  not  clear  to 
your  committee,  at  the  present  time,  what  the  answer  to  this  ob- 
jection is. 

It  is  recognized  that  the  utmost  care  must  be  exercised  in  the 
drafting  of  such  a  statute  as  is  above  suggested,  owing  to  the 
delicate  nature  of   the  problem.     If   it   should   finally  appear  that 
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the  arbitration  plan,  with  compacts  between  the  states,  offers  the 
best  solution  of  the  problem,  your  committee  desires  to  obtain  the 
advice  and  assistance  of  certain  experts  in  the  drafting  of  such 
statutes,  in  order  that  any  draft  presented  be  as  perfect  as  is  pos- 
sible under  the  circumstances. 

Double  domicile  cases  are  not  of  great  frequency  but  in  the 
opinion  of  your  committee  are  constantly  growing  more  common. 
The  essential  injustice  of  a  finding  of  double  domicile  is  so  strik- 
ing that  the  National  Tax  Association  deemed  it  advisable  to  ap- 
point a  committee.  In  view  of  all  the  circumstances,  the  committee 
will  not  hesitate  to  propose  a  remedy,  merely  because  it  will  in- 
volve time,  trouble  and  expense.  If  there  is  an  evil  here,  it  cannot 
be  cured  by  a  wave  of  the  hand,  or  by  passing  a  resolution. 

In  conclusion,  your  committee  wishes  to  reiterate  that  it  is  not 
completely  satisfied  with  any  of  the  suggested  solutions,  and  that 
it  has  not  explored  all  possibilities  to  their  very  end.  While  it  now 
seems  that  there  are  weighty  objections  to  using  the  federal  courts 
as  a  tribunal  to  try  and  settle  such  cases,  it  may  be  that  further 
exploration  of  this  method  will  yield  a  practicable  solution.  For 
this  reason,  and  also  because  further  intense  study  must  be  given 
to  the  drafting  of  any  statute,  under  the  reciprocal  compact  plan, 
your  committee  desires  to  present  this  as  a  report  of  progress  and 
respectfully  to  request  that  the  committee  be  continued  in  existence 
for  one  year,  with  directions  to  make  a  report  to  the  1936  conference. 
And  if  the  committee  be  so  continued,  it  would  welcome  communi- 
cations from  all  persons  interested  in  the  subject,  as  it  very  much 
needs  their  advice  and  assistance. 

Respectfully  submitted, 

Committee  on  Double  Domicile 

in  Inheritance  Taxation, 

By  Farwell  Knapp,  Chairman, 
Seth  T.  Cole, 
William  D.  Kelley, 
Ray  L.  Riley, 
Raymond  D.  Thomas. 

Chairman  Long:  We  are  very  grateful  to  you,  Mr.  Knapp,  for 
this  splendid  report.  Mr.  Knapp,  with  diplomatic  asperity,  said 
that  the  tax  commissioners  were  not  arch-angels.  Speaking  for 
the  tax  commissioners  present  and  as  tax  commissioner  myself,  and 
as  presiding  officer,  I  am  going  to  show  you  that  we  do  have  some- 
what of  an  angelic  nature,  by  indicating  for  the  record  that  he 
gave  his  paper  exactly  in  the  twenty  minute  limitation  that  the 
convention  had  asked  for. 
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I  think  perhaps  it  would  be  well  to  depart  somewhat,  in  respect 
to  this  report,  from  what  normally  would  be  the  course,  following 
a  prepared  paper.  In  order  to  continue  this  committee  it  is  neces- 
sary to  have  a  resolution,  and  it  is  necessary  to  have  some  con- 
sideration given  to  it  by  the  resolutions  committee,  which  in  turn 
reports  to  the  national  tax  conference  and  I  am  going  to  recog- 
nize Mr.  Chrystie  of  New  York,  who  is  familiar  with  this  general 
subject,  and  through  him,  hope  to  have  a  recognition  of  the  sug- 
gestion made  by  the  committee  for  its  continuation. — Mr.  Chrystie. 

Mr.  T.  Ludlow  Chrystie  (New  York)  :  Gentlemen,  I  have  at- 
tended the  various  tax  conferences  with  great  benefit  to  myself.  I 
am  always  very  alert,  when  anybody  arises  to  speak,  to  find  out  in 
what  capacity  he  appears,  because  we  have  the  three  divisions  that 
have  so  often  been  referred  to.  I  am  a  reformed  tax  administra- 
tor. In  other  words,  I  once  was,  but  no  longer  am.  There  was 
something  said  last  night  by  our  friend  from  Boston  about  the 
Yale  football  team.  You  may  have  heard  of  the  situation,  where 
a  Yale  football  player — a  very  important  player — had  flunked,  so 
the  committee  had  him  up  for  reexamination.  They  asked  him 
two  questions.  One  question  he  failed  to  answer.  The  other  ques- 
tion he  answered  by  saying  he  didn't  know ;  so  the  committee 
actually  reported  that  he  passed  50-50,  because  the  last  answer  was 
correct.  We  have  an  example  here  of  a  football  man.  Mr.  Knapp 
was  an  old  guard,  and  a  Phi  Beta  Kappa  man,  so  you  see  there  is  no 
rule,  on  that  subject. 

It  seems  to  me  that  this  paper  indicates  that  we  have  another 
scholar  in  tax  administration  in  Mr.  Farwell.  He  has  presented 
to  this  conference,  in  a  most  judicial  and  scholarly  manner,  a  review 
of  a  subject  which  certainly,  from  the  tax  payers'  standpoint,  is 
an  increasingly  important  problem. 

I  don't  know  whether  you  who  have  not  had  death  taxation  as 
your  particular  baby,  realize  the  situation  that  has  arisen,  by  reason 
of  this  recent  decision  of  the  United  States  Supreme  Court,  which 
held  that  only  one  state  could  tax  the  transfer  of  intangibles  for 
death  tax  purposes.  It  seems  to  me  that  out  of  all  the  wealth  of 
discussion  that  has  followed,  the  United  States  Supreme  Court,  if 
I  may  use  the  expression,  has  let  itself  in  to  decide  which  is  the 
state  that  has  that  right.  It  would  be  an  idle  and  futile  thing,  if 
all  that  the  decision  means  is  that  the  United  States  Supreme  Court 
thinks  that  only  one  state  has  the  right  to  tax  intangibles  for  death 
duties,  but  has  not  power  to  carry  out  that  thought.  Personally,  I 
can  not  conceive  that  there  can  be  such  a  condition.  In  other 
words,  if  the  basic  law  of  the  land  is,  as  laid  down  by  the  United 
States  Supreme  Court,  that  only  one  state  may  tax  in  a  death  case, 
then  it  seems  to  me  that  if  states  put  up  varying  claims  as  to 
domicile,  it  immediately  follows,  as  a  necessary  corollary,  that  it  is 
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a  federal  question,  as  to  which  of  the  states  is  the  domicile  of  the 
individual.  But,  it  is  very  much  easier  to  say  that  from  this  plat- 
form than  it  is  to  demonstrate  that  that  will  be  so,  because  so  far, 
the  United  States  Supreme  Court  has  consistently  refused  to  inter- 
fere with  the  decisions  of  state  courts  on  questions  of  domicile, 
which,  in  most  instances,  however,  have  arisen  under  a  provision 
and  a  quarrel  as  to  who  shall  have  the  right  to  administer  the 
assets.  Should  or  should  not  a  given  state,  with  assets  in  its  juris- 
diction, have  power  to  determine  that  it  may  administer  those 
assets?  It  seems  to  me  perfectly  clear;  but  there  is  this  prelimin- 
ary, which  cannot  be  decided,  unless  some  one  tribunal  steps  in 
and  says  which  is  the  domicile.  For  that  reason  I  hope  against 
hope  that  the  federal  courts  will  find  some  method  by  which  this 
question  of  domicile  can  be  decided.  On  the  matter  of  arbitration 
it  seems  to  me  a  great  difficulty  was  pointed  out  by  Mr.  Knapp, 
but  in  addition,  the  trouble  in  these  domicile  cases  is  that  not  only 
are  different  inferences  possible  to  be  drawn  from  a  given  state 
of  facts,  but  possibly  there  are  slight  differences  in  the  law,  and 
that  increases  the  danger  of  having  Pennsylvania  decide  one  way 
and  New  Jersey  deciding  another  way,  thus  setting  up  different 
decisions  on  the  same  matter.  If  we  should  have  this  arbitra- 
tion board,  which  is  not  to  be  a  universal  board,  covering  the  entire 
nation,  but  a  board  which  would  be  set  up  in  particular  instances, 
over  a  period  of  years  we  might  have  a  dozen  such  instances,  and  it 
is  conceivable  that  no  two  of  those  boards  would  agree  on  the  proper 
domicile  principle.  So  that  we  might  be  jumping  from  the  frying 
pan  into  the  fire,  and  instead  of  having  one  rule,  which  is  apparently 
necessary  to  comply  with  the  United  States  Supreme  Court,  we 
might  have  something  else.  Therefore,  it  is  with  a  great  deal  of 
pleasure  that  I  make  this  motion,  but  I  want  to  say  one  other  thing. 
From  the  standpoint  of  an  ex-tax  administrator  I  probably  realize 
more  than  those  looking  out  entirely  for  a  state's  interest — and  I 
think  it  is  true  that  the  large  body  of  tax  payers  throughout  this 
nation  do  not  receive  sympathetic  treatment  from  our  tax  admin- 
istrators— It  seems  to  me  therefore,  Mr.  President,  that  there  is 
a  great  opportunity  for  this  body  of  men,  who  really  do  the  work 
for  our  states,  to  show  to  the  tax  payers  that  the  national  tax  con- 
ference is  interested  in  getting  a  proper  solution,  and  a  well  con- 
sidered solution,  of  the  very  great  injustice  that  has  been  perpe- 
trated so  far,  in  the  Dorrance  case  and  in  quite  a  few  other  cases. 
Therefore,  Mr.  President,  I  move  that  the  committee  on  Double 
Domicile  in  Inheritance  Taxation  be  continued  for  one  year,  with 
directions  to  report  to  the  1936  conference. 

Chairman  Long:  Thank  you  very  much,  Mr.  Chrystie.  I  am 
also  grateful  to  those  of  you  in  the  conference  who  have  allowed 
this  diversion,  which  added  to  Mr.  Knapp's  paper,  excellent  as  it 
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was.  You  have  heard  the  resolution;  under  the  rules,  it  goes  to 
the  resolution  committee,  without  debate,  and  is  so  referred. 

We  should  now  proceed,  unless  there  are  some  announcements 
which  the  secretary  wants  to  make,  to  the  balance  of  our  session. 

Perhaps  I  should  again  say  that  we  are  anxious,  of  course,  to 
have  you  all  record  your  attendance,  so  that  we  may  have  a  com- 
plete account  of  the  attendance  at  the  conference,  and  we  are  equally 
anxious  that  as  many  as  possible  who  can  spare  five  dollars  and 
are  interested,  become  members  of  the  National  Tax  Association. 
Facilities  are  made  for  registration  as  a  member,  if  you  desire 
to  become  one. 

We  are  next  to  hear  from  an  old  friend  of  ours  in  the  national 
tax  conferences,  a  man  who  has  been  very  consistent  in  his  de- 
votion to  the  principles  of  this  association,  a  former  chairman  of 
the  State  Tax  Commission  of  the  State  of  New  York.  Some  of  you 
have  occasionally  heard  from  him,  in  a  more  or  less  quiet  way,  in 
respect  to  the  taxation  of  national  banks.  He  is  going  to  speak 
to  us  on  State  Income  Taxation  of  Non-residents,  and  it  is  with 
a  great  deal  of  personal  pleasure  that  I  introduce  to  you  Martin 
Saxe  of  New  York,  who  will  speak  on  that  subject. 

Mr.  Martin  Saxe  (New  York)  : 
STATE  INCOME  TAXATION   OF  NON-RESIDENTS 

MARTIN    SAXE 
Formerly  President,  New  York  State  Tax  Commission 

With  two-thirds  of  the  states  now  levying  income  taxes,  the 
problem  of  double  taxation  of  income,  arising  out  of  state  juris- 
dictional taxing  power,  is  a  subject  for  serious  consideration.  The 
demand  for  revenue  has  caused  the  states  generally  to  try  to  reach 
all  the  income  of  residents  and  as  much  of  the  income  of  non- 
residents as  constitutional  limitations  will  permit. 

The  present  state  of  the  law,  from  the  jurisdictional  standpoint, 
gives  lines  for  surveying  the  field  of  the  problem. 

With  respect  to  residents,  a  state  may  tax  income  derived  from 
all  intangibles,  the  theory  being  that  the  situs  of  intangibles  is 
at  the  residence  of  the  owner.  A  state  may  tax  the  income  of  its 
residents  derived  from  a  business  carried  on  in  another  state.  A 
state,  according  to  the  majority  of  views,  cannot  tax  income  of 
its  residents  derived  from  real  estate  or  tangible  property  located 
in  another  state,  on  the  theory  that  the  property  from  which  in- 
come is  derived  has  a  fixed  situs  in  another  state  and  therefore  the 
income  also  has  its  situs  there.  So  held  in  Matter  of  Picrson  v. 
Lynch.  237  App.  Div.  763  (Affd.  263  N.  Y.  533).  Certiorari  was 
dismissed  by  the  United  States  Supreme  Court  (293  U.  S.  52),  on 
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the  ground  that  it  did  not  appear  from  the  record  that  the  case  was 
necessarily  decided  by  the  state  court  on  a  federal  question.  See 
also  Opinion  of  the  Justices,  84  N.  H.  599,  573. 

But  in  Senior  v.  Braden,  295  U.  S.  422,  decided  May  20,  1935, 
Mr.  Justice  Stone,  in  a  dissenting  opinion,  says : 

"  Similarly,  I  do  not  doubt  that  a  state  may  tax  the  income 
of  its  citizen  derived  from  land  in  another  state.  The  right  to 
impose  the  tax  is  founded  upon  the  power  to  exact  it,  coupled 
with  the  protection  which  the  state  affords  to  the  taxpayer  in 
the  receipt  and  enjoyment  of  his  income,  haivrence  v.  State 
Tax  Commission,  286  U.  S.  276,  279,  76  L.  ed.  1102,  1105, 
52  S.  Ct.  556,  87,  A.  L.  R.  374.  I  can  perceive  no  more  con- 
stitutional objection  to  imposing  such  a  tax  than  to  the  taxation 
of  a  citizen  on  income  derived  from  a  business  carried  on  by 
the  taxpayer  in  another  state,  and  subject  to  taxation  there, 
which  we  upheld  in  Lawrence  v.  State  Tax  Commission,  supra; 
see  Cook  v.  Tait,  265  U.  S.  47,  68  L.  ed.  895,  44  S.  Ct.  444,  or 
to  the  tax  on  income  derived  from  securities  having  a  tax  situs 
in  another  state,  upheld  in  Maguire  v.  Trefry,  253  U.  S.  12, 
64  L.  ed.  739,  40  S.  Ct.  417;  see  also  Fidelity  &  C.  Trust  Co. 
v.  Louisville,  245  U.  S.  54,  62  L.  ed.  145,  38  S.  Ct.  40,  L.  R.  A. 
1918C,  124;  compare  DcGanav  v.  Ledcrcr,  250  U.  S.  376,  63 
L.  ed.  1042,  39  S.  Ct.  524.  The  fact  that  it  is  now  thought 
bv  the  Court  to  be  necessary  to  discredit  or  overrule  Maguire 
v.  Trefry,  253  U.  S.  12,  64  L.  ed.  739,  40  S.  Ct.  417,  supra, 
in  order  to  overturn  the  tax  imposed  here,  should  lead  us  to 
doubt  the  result,  rather  than  the  authority  which  plainly  chal- 
lenges it,  and  should  give  us  pause  before  reading  into  the 
Fourteenth  Amendment  so  serious  and  novel  a  restriction  on 
the  vital  elements  of  the  taxing  power." 

Generally,  when  courts  have  held  that  a  tax  on  income  is  a  tax 
on  the  property  from  which  the  income  is  derived,  they  have  relied 
on  Pollock  v.  Farmers'  Loan  and  Trust  Company,  157  U.  S.  429. 
Where  state  constitutional  provisions  tended  to  interfere  with  the 
establishment  of  the  income  tax,  the  situation  was  met  by  holding 
that  the  income  tax  is  not  a  property  tax,  or  that  within  the  mean- 
ing of  the  term  "  property  "  in  the  respective  state  constitutions  it 
was  not  a  tax  on  "  property  "  qua  "  property  ". 

And  in  Brushaber  v.  Union  Pacific  R.  R.,  240  U.  S.  1,  16,  ex- 
plaining the  Pollock  case,  it  was  said  by  Chief  Justice  White: 

"  Moreover  in  addition,  the  conclusion  reached  in  the  Pollock 
Case  did  not  in  any  degree  involve  holding  that  income  taxes 
generically  and  necessarily  came  within  the  class  of  direct  taxes 
on  property,  but  on  the  contrary  recognized  the  fact  that  tax- 
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ation  on  income  was  in  its  nature  an  excise  entitled  to  be  en- 
forced as  such  unless  and  until  it  was  concluded  that  to  enforce 
it  would  amount  to  accomplishing  the  result  which  the  require- 
ment as  to  apportionment  of  direct  taxation  was  adopted  to 
prevent,  in  which  case  the  duty  would  arise  to  disregard  form 
and  consider  substance  alone  and  hence  subject  the  tax  to  the 
regulation  as  to  apportionment  which  otherwise  as  an  excise 
would  not  apply  to  it." 

The  decision  of  the  Illinois  supreme  court,  holding  unconstitu- 
tional the  1931  Illinois  personal  income  tax  law  in  Bachrach  v. 
Nelson,  349  111.  579,  is  typical  of  those  cases  holding  that  under 
the  respective  state  constitutions  the  word  "  property  '  includes  in- 
come and  income  is  "  property  ".  In  Red  field  ct  al.  v.  Fisher  et  al., 
135  Or.  180  (73  A.  L.  R.  721),  there  is  a  very  good  opinion  by 
Rossman,  J.,  setting  forth  the  reasons  and  authorities  for  holding 
that  a  tax  on  income  from  property  is  a  tax  upon  the  property  which 
produced  the  income.     Likewise  Crdliton  v.  Chase,  174  Wash.  363. 

With  regard  to  non-residents,  a  state  may  tax  the  income  of  non- 
residents derived  from  real  estate  within  its  borders  or  from  tan- 
gible personal  property  having  a  fixed  situs  therein,  on  the  theory 
that  such  property  has  a  situs  within  the  state.  Generally,  a  state 
may  not  tax  income  of  non-residests  derived  from  intangibles, 
because  the  situs  of  intangibles  is  at  the  domicile  of  the  non- 
resident owner.  However,  a  state  may  tax  the  income  of  the  non- 
resident derived  from  a  business  carried  on  within  the  state.  The 
courts  recognize  a  business  situs.  So  may  a  state  tax  income  from 
professional  services  rendered  in  the  state.  Sometimes  the  theory 
given  is  that  the  tax  is  more  in  the  nature  of  an  excise  tax.  In 
Matter  of  Pierson  v.  Lynch,  237  App.  Div.  763,  both  theories  are 
given.  Rent  received  by  a  resident  of  New  York  State  from  real 
estate  in  Ohio  was  declared  to  be  beyond  the  jurisdiction  of  New 
York  State  to  tax,  on  the  theory  that  it  was  derived  from  property 
located  outside  of  the  state.  Pollock  v.  Farmers'  Loan  &  Trust 
Co.,  157  U.  S.  429,  581,  and  numerous  other  authorities  were  cited 
by  the  court.  But  the  profit  from  the  sale  of  the  real  estate  located 
in  Ohio  was  held  to  be  taxable  by  the  State  of  New  York.  Quot- 
ing from  Will  cuts  v.  Dunn,  282  U.  S.  216,  228,  the  court  said: 

'  The  tax  upon  profits  made  upon  purchases  and  sales  is 
an  excise  upon  the  result  of  the  combination  of  several  factors, 
including  capital  investment  and,  quite  generally,  some  measure 
of  sagacity;  the  gain  may  be  regarded  as  "the  creation  of 
capital,  industry  and  skill."  '  " 

The  view  that  ordinarily  an  income  tax  is  a  property  tax,  at  least 
in  the  case  of  individuals,  has  led  to  the  development  of  the  busi- 
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ness  situs  theory,  in  order  to  sustain  the  taxes  on  business  and 
professional  services  carried  on  within  the  state  by  non-residents. 
We  thus  may  have  double  taxation  of  income.  The  state  of 
domicile  is  allowed  to  tax  the  income  derived  from  business  in  a 
foreign  state,  on  the  theory  that  it  lias  jurisdiction  to  tax  all  the 
income  of  its  residents,  except  that  derived  from  tangible  property 
located  in  another  state,  and  the  foreign  state  is  allowed  to  tax 
income  of  business  carried  on  within  its  borders,  on  the  theory  of 
a  business  situs  and  sometimes  on  the  theory  of  an  excise  tax. 

Lawrence  v.  State  Tax  Comm.,  286  U.  S.  276,  is  the  case  most 
frequently  cited  as  the  authority  for  holding  taxable  the  income 
of  a  resident  derived  from  business  carried  on  in  another  state. 

It  has  been  held  that  in  taxing  the  net  income  of  a  foreign 
corporation  doing  business  in  the  state,  a  state  may  set  up  a  formula 
for  determining  that  portion  properly  attributable  to  business  within 
the  state,  including  that  from  interstate  operations.  Allocation  for 
tax  purposes  of  the  income  of  a  unitary  business  carried  on  in  two 
or  more  states  must  have  some  logical  reference  to  the  production 
of  income,  and  be  founded  on  a  corresponding  difference  in  appor- 
tionment of  productive  capital,  investment,  or  employment  within 
the  unitary  business,  in  order  not  to  come  into  conflict  with  the 
Fourteenth  Amendment,  as  being  arbitrary  and  unreasonable.  See 
Maxwell,  Comr.  v.  Mfg.  Co..  204  N.  C.  365  (90  A.  L.  R.  476). 

When  there  are  different  taxing  jurisdictions,  each  competent  to 
lay  a  tax  with  respect  to  what  lies  within,  and  is  done  within,  its 
own  borders,  and  the  question  is  necessarily  one  of  apportionment, 
evidence  may  always  be  received  which  tends  to  show  that  a  state 
has  applied  a  method,  which,  albeit  fair  on  its  face,  operates  so  as 
to  reach  profits  which  are  in  no  sense  attributable  to  transactions 
within  its  jurisdiction.  See  Hans  Rees  Sons'  v.  No.  Carolina,  283 
U.  S.  123;  also  People  Ex  Rel.  Monjo  v.  State  Tax  Commission. 
218  App.  Div.  (N.  Y.)  1. 

Situs  in  the  case  of  tangible  property  can  be  easily  determined, 
but  it  is  often  difficult  to  determine  situs  in  the  case  of  intangibles. 
For  instance,  the  case  of  a  trust ;  the  trust  may  be  created  by  a 
decedent  of  one  state  and  there  may  be  three  trustees  located  in 
different  states ;  the  beneficiaries  may  also  be  in  different  states.  It 
may  be  a  trust  to  accumulate  income  for  a  certain  period,  or  it  may 
be  one  to  pay  over  all  net  income,  or  a  fixed  sum,  to  the  beneficiaries. 
These  problems  are  set  forth  and  ably  met  in  a  line  of  Massachusetts 
decisions:  Harrison  v.  Commissioner  of  Corp'ns  &  Tax'n,  272 
Mass.  422  (71  A.  L.  R.  677)  ;  also  First  Nat.  Bank  v.  Com'r  of 
Corp'ns  &  Tax'n,  279  Mass.  168,  and  Brewster  v.  Com'r  of  Corp. 
&  Taxation.  251  Mass.  49. 

The  decisions  of  the  U.  S.  Supreme  Court  in  Farmers  Loan  Co. 
v.  Minnesota,  280  U.  S.  204,  and  First  National  Bank  of  Boston 
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v.  Maine,  284  U.  S.  312,  overruling  the  long  line  of  cases  following 
Blackstonc  v.  Miller,  188  U.  S.  189,  by  holding  that  intangibles 
could  be  taxed  for  inheritance  tax  purposes  only  in  the  state  of  the 
decedent's  domicile,  indicate  the  sound  rule  with  respect  to  in- 
come taxation  of  intangibles,  except  where  the  use  of  such  intan- 
gibles in  a  state  other  than  the  owner's  domicile  gives  them  "  a  situs 
analogous  to  the  actual  situs  of  tangible  personal  property  ".  But 
a  great  deal  of  legal  ground  will  have  to  be  plowed  up  before  the 
problem  of  the  "  business  situs  "  arising  out  of  the  use  of  intan- 
gibles is  properly  solved. 

At  this  point,  it  is  interesting  to  note,  in  passing,  that  similarly 
to  the  disapproval  of  the  doctrine  of  Blackstone  v.  Miller,  for  the 
purpose  of  avoiding  double  taxation,  the  Supreme  Court  in  Senior 
v.  Braden,  decided  May,  1935,  discredited  the  rule  in  Maguire  v. 
Trefry,  253  U.  S.  12,  where  it  had  been  held  that  the  state  of  the 
beneficiary's  domicile  could  tax  the  income  received  by  the  bene- 
ficiary from  a  trust  estate  of  personalty  administered  in  another  state. 

The  question  of  constitutionality  of  state  taxing  statutes,  with 
respect  to  the  income  of  non-residents  will,  in  the  last  analysis,  be 
determined  by  the  United  States  Supreme  Court,  in  the  light  of 
"the  practical  operation  and  effect"  of  the  tax.  ''The  substance 
and  not  the  shadow  determines  the  validity  of  the  exercise  of  the 
power."     Postal  Telegraph  Cable  Co.  v.  Adams,  155  U.  S.  688,  698. 

The  Supreme  Court  in  Shaffer  v.  Carter,  252  U.  S.  37,  49.  pointed 
out:  "Governmental  jurisdiction  in  matters  of  taxation,  as  in  the 
exercise  of  the  judicial  function,  depends  upon  the  power  to  en- 
force the  mandate  of  the  state  by  action  taken  within  its  borders, 
either  in  personam  or  in  rem,  according  to  the  circumstances  of  the 
case,  as  by  arrest  of  the  person,  seizure  of  good  or  lands,  garnish- 
ment of  credits,  sequestration  of  rents,  and  profits,  forfeiture  of 
franchise,  or  the  like;  and  the  jurisdiction  to  act  remains,  even 
though  all  permissible  measures  be  not  resorted  to." 

And  in  that  case  the  court  held  (p.  52)  that  as  a  state  may  tax  the 
incomes  of  its  own  citizens  and  residents,  "  it  may,  as  a  necessary 
consequence,  levy  a  duty  of  like  character,  and  not  more  onerous 
in  its  effect,  upon  incomes  accruing  to  non-residents  from  their 
property  or  business  within  the  state  ,or  their  occupations  carried 
on  therein;  enforcing  payment,  so  far  as  it  can,  by  the  exercise  of 
a  just  control  over  persons  and  property  within  its  borders"; 
further  saying  (p.  55):  ''The  practical  burden  of  a  tax  imposed 
upon  the  net  income  derived  by  a  non-resident  from  a  business 
carried  on  within  the  state  certainly  is  no  greater  than  that  of  a 
tax  upon  the  conduct  of  the  business,  and  this  the  state  has  the 
lawful  power  to  impose,  as  we  have  seen."  And  (at  p.  57)  :  "As 
to  non-residents,  the  jurisdiction  extends  only  to  their  property 
owned   within   the    state   and   their   business,   trade,    or   profession 
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carried  on  therein,  and  the  tax  is  only  on  such  income  as  is  de- 
rived from  those  sources." 

It  may  well  be  expected  that  some  states  will  seek  to  define  a 
"resident"  so  as  to  reach  out,  for  subjection  to  income  taxation, 
sources  of  income  quite  beyond  its  jurisdiction.  But  the  Four- 
teenth Amendment  will  prove  a  bulwark  against  such  efforts. 
Several  of  the  income  tax  states  define  a  "  resident  "  as  an  individual 
who  maintains  a  permanent  place  of  abode  and  spends  a  certain 
number  of  months  during  a  year  in  the  taxing  state.  Under  a 
statute  omitting  to  provide  for  the  maintenance  of  a  permanent 
place  of  abode  within  the  taxing  state,  an  individual  non-resident 
who  merely  happened  to  spend  the  specified  number  of  months  out 
of  the  whole  year  within  such  state  would  automatically  be  classed 
as  a  "  resident  "  for  income  tax  purposes. 

Thus  the  question  of  "  domicile  "  becomes  of  great  importance 
in  the  taxation  of  non-residents,  if  double  taxation  is  to  be  avoided 
and  fairness  and  justice  prevail. 

Hence  a  policy  should  be  developed  among  states,  of  avoiding 
double  taxation.  While  the  simplest  method  would  be  for  each 
state  to  tax  its  own  residents  and  not  to  tax  non-residents,  we  are 
met  with  the  problem  that  the  majority  view  holds  that  income 
from  tangible  property  located  in  a  foreign  state  cannot  be  taxed 
by  the  home  state,  as  before  indicated.  Therefore,  if  taxation  of 
income  were  governed  solely  by  residence,  much  property  would 
escape  taxation.  Even  if  the  Supreme  Court  finally  decides  in 
accordance  with  Mr.  Justice  Stone's  statement  in  his  dissenting 
opinion  in  Senior  v.  Bradcn,  supra,  that  a  state  may  tax  the  in- 
come of  its  citizens  derived  from  land  in  another  state,  it  is  very 
unlikely  that  a  foreign  state  would  give  up  its  right  to  tax  income 
from  business  carried  on  within  its  borders,  especially  a  state  like 
New  York,  where  such  extensive  business  is  carried  on  by  non- 
residents. 

Double  taxation  could  be  avoided  if  the  business  situs  theory 
were  applied  in  the  same  manner  as  in  the  case  of  the  situs  of  tan- 
gible property.  Business  should  be  deemed  to  have  only  one  situs 
and  only  be  taxed  at  that  situs.  Once  that  situs  is  established  and 
a  foreign  state  has  levied  its  tax,  the  home  state  should  not  levy 
any  tax  on  the  fruits  of  that  business.  Income  from  real  estate 
located  in  a  foreign  state,  income  from  tangible  personal  property 
located  in  a  foreign  state,  and  income  derived  from  business  carried 
on  and  services  rendered  in  a  foreign  state  should  be  taxed  by  the 
foreign  state  only.  That  leaves  to  the  home  state  the  taxation  of 
all  income  from  investments  in  intangibles,  income  from  real 
estate  and  tangible  personal  property  within  its  borders,  and  in- 
come from  business  carried  on  and  services  rendered  within  such 
home  state.     The  home  state  ought  to.vield  its  right  to  tax  income 
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earned  in  a  foreign  state,  because  it  has  really  given  no  protection 
to  the  foreign  business.  On  the  other  hand  the  foreign  state  is 
affording  protection  to  such  business.  In  case  of  a  business  spread- 
ing out  into  different  states  it  would  still  be  necessary  to  have  an 
allocation  formula  within  the  bounds  pointed  out  in  Maxzvell  v. 
Mfg.  Co.,  and  Hans  Rees'  Sons  v.  No.  Carolina,  hereinbefore 
referred  to. 

In  case  of  a  trust,  if  it  is  one  to  be  administered  under  the  super- 
vision of  the  courts  of  a  particular  state,  as  in  the  case  of  a  tes- 
tamentary trust,  that  state  should  have  the  right  to  tax  any  income 
accumulated  by  trustees,  regardless  of  their  residence,  and  the  state 
of  the  residence  of  the  trustee  should  not  levy  any  tax,  but  the 
beneficiary  should  only  be  taxed  at  his  residence,  as  his  interest  is 
more  in  the  nature  of  investments  in  intangibles.  Of  course,  in 
the  case  of  a  trust  not  supervised  by  courts,  the  trustee  would  be 
taxed  at  his  place  of  residence. 

The  supporters  of  the  principle  of  reciprocal  tax  provisions  in 
state  taxing  systems  soundly  advocate  the  exemption  of  non- 
resident individual  income,  where  the  state  of  domicile  imposes  a 
like  income  tax  at  like  rates.  Let  us  hope  that  with  the  develop- 
ment of  the  present  national  movement  for  interstate  cooperation, 
the  subject  of  the  taxation  of  non-resident  individual  income  will 
receive  the  serious  consideration  it  warrants,  to  the  end  that  there 
may  be  established  uniformity  of  provisions,  in  the  interest  of  the 
taxpayer  and  of  intelligent  state  tax  administration. 

Chairman  Long:  I  want  to  congratulate  Mr.  Saxe  most  heartily, 
without  any  reflection  on  anyone  else,  as  being  the  only  one  that 
has  really  confined  himself  to  the  conference  rule.  Mr.  Saxe  has 
given  us  a  wonderful  paper,  pressed  into  an  allowance  of  twenty 
minutes  and  something  to  spare,  and  has  provided  something  that 
will  be.pf  continuing  advantage  to  us  all. 

With  respect  to  the  states  that  have  not  yet  reported  or  selected 
any  member  of  the  resolutions  committee,  acting  the  part  of  an 
auctioneer,  I  must  now  say  that  this  is  the  last  opportunity  that 
the  states  will  have,  of  naming  a  member  of  that  committee.  Un- 
less this  opportunity  is  embraced,  the  presiding  officer  will  follow 
the  rules  and  name  them. 

Is  there  any  other  state  present  that  wishes  to  announce  the 
person  that  las  been  selected  for  member  of  the  resolutions 
committee  ? 

Delegate  :  W.  E.  Merry  for  the  State  of  Oklahoma. 

Chairman  Long  :  Do  I  understand  that  the  Oklahoma  delegates 
have  had  a  conference  and  have  agreed  upon  that? 

Delegate:  Yes,  we  had  a  conference. 
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Chairman  Long  :  We  had  two  names  given  to  us  and  we  took 
the  first  one.     We  have  already  had  a  report  on  Oklahoma. 

Delegate  :  I  don't  know  how  that  happened. 

Chairman  Long:  The  chairman  of  the  resolutions  committee, 
Governor  Bliss  of  Rhode  Island,  has  announced  that  there  will 
be  a  meeting  of  the  resolutions  committee  in  this  room,  immedi- 
ately after  this  session.     Have  all  the  states  been  heard  from  ? 

Mr.  Charles  J.  Tobin  (New  York)  :  May  I  suggest  that  those 
delegates  that  have  credentials  turn  them  in  to  the  desk,  so  that  we 
can  make  up  a  proper  list  of  those  who  are  entitled  to  vote. 

Chairman  Long:  Mr.  Tobin  of  New  York,  chairman  of  the 
credentials  committee,  wishes  to  have  the  credentials  turned  in  to 
the  desk,  so  that  a  proper  tabulation  can  be  made,  to  the  end  that  if 
there  is  any  question,  there  will  be  no  delay  in  determining  who 
is  entitled  to  vote. 

Any  other  suggestions  for  any  other  states?  If  not,  the  an- 
nouncement is  repeated  that  Governor  Bliss  wants  a  meeting  of  that 
resolutions  committee  immediately  after  this  session. 

I  want  now  to  announce  that  there  are  forty  states  represented, 
and  the  District  of  Columbia,  one  province  of  Canada,  the  Republic 
of  Mexico  and  the  Territory  of  Hawaii.  Six  hundred  and  eleven 
persons  have  registered  at  this  conference.  We  hope  that  the 
whole  six  hundred  and  eleven  will  become  members  of  the  Na- 
tional Tax  Association. 

Carrying  out  a  suggestion,  so  that  there  may  be  no  delay,  these 
are  the  members  of  the  resolutions  committee  which  is  to  meet  with 
Governor  Bliss  in  this  room,  immediately  after  this  morning's 
session. 

(The  chairman  thereupon  read  the  list  of  members  constituting 
the  resolutions  committee.)  „ 

Chairman  Long  :  What  is  the  matter  with  South  "  Dakoter  "  ? 

Mr.  Oscar  Leser  (Maryland)  :  Nothing  the  matter  with  South 
"  Dakoter  "  ;  it  is  from  Massachusetts  ! 

Chairman  Long:  If  there  is  any  state  that  has  not  been  called, 
or  which  is  not  represented,  I  should  be  glad  to  have  the  name, 
and  I  should  also  be  very  glad  to  have  those  who  have  come  from 
those  states  that  I  have  mentioned,  repronounce  the  name,  so  that 
I  may  be  correct. 

Mr.  Oscar  Leser  (Maryland)  :  You  have  not  named  anybody 
from  Hawaii-"  er  ". 

Chairman  Long:  On  motion  of  Mr.  Leser,  Mr.  Borthwick  of 
Hawaii,  and  Mr.  Torres  of  Mexico  will  be  named,  and  inasmuch 
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as  Baltimore  is  a  separate  parcel,  Mr.  Leser  of  Baltimore.  For 
Canada,  Mr.  L.  I.  McMahon,  of  Montreal. 

It  has  been  suggested  that  those  who  are  interested  in  this  after- 
noon's tour  will  leave  their  names  at  the  registration  desk.  It  is 
rather  important  that  this  be  done.  It  is  the  intention  to  provide 
vehicles  for  those  who  do  not  indicate  that  they  want  to  go  in  buses. 

Before  we  get  too  far  away  from  our  subject  matter  of  the  morn- 
ing, we  shall  now  have  the  pleasure  of  hearing  from  the  Great  Lakes 
section,  and  Dr.  Ernest  H.  Hahne,  of  Northwestern  University, 
will  speak  to  us  on  "  Repercussions  of  Federal  Taxation  on  State 
Tax  Systems."  Immediately  thereafter  there  will  be  discussion. 
— Dr.  Hahne. 

Mr.  Ernest  H.  Hahne  (Illinois)  :  First  I  should  like  to  state 
the  problem.  It  is  not  our  purpose  to  condemn  or  praise  the  Fed- 
eral Government  for  the  appropriations  that  it  has  made.  That 
is  a  matter  of  history.  It  is  not  our  purpose  to  review  the  pro- 
visions of  the  Revenue  Act  of  1935  and  condemn  or  praise  these. 
That  is  a  known  fact.  The  committee,  in  setting  up  this  subject 
and  asking  us  to  discuss  it,  evidently  had  in  mind  simply  the  con- 
dition that  now  confronts  us.  How  does  the  legislation  that  has 
been  effected  during  the  last  two  or  three  sessions  of  Congress  re- 
act to  affect  the  finance  conditions  of  our  states? 

REPERCUSSIONS  OF  FEDERAL  TAXATION  ON 
STATE  TAN  SYSTEMS 

ERNEST    H.    HAHNE  * 

Northwestern  University 

The  problem  assigned  by  the  program  committee  for  our  con- 
sideration does  not  require  praise  or  condemnation  of  the  federal 
public  spending  program.  These  appropriations  are  an  accepted 
fact.  The  problem  does  not  require  an  attack  or  a  defense  of  the 
Federal  Revenue  Act  of  1935.  This  is  the  present  federal  law. 
The  pertinent  problem  now  deals  with  the  repercussions  of  the 
Federal  Revenue  Act  on  our  state  tax  systems.  Following  the 
sections  of  the  revenue  act.  an  economic  analysis  involves  four 
distinct  problems :  first,  the  repercussions  of  the  federal  inheritance 
tax  on  state  inheritance,  income  and  general  property  taxes ;  second, 
the  effect  of  the  federal  sur-tax  rates  on  individual  net  incomes,  on 
state  income  and  property  taxes ;  third,  the  repercussions  of  the 
graduated  tax  on  corporate  net  incomes  on  state  corporation  taxes; 
and  finally,  the  effect  of  the  federal  social  security  program  on 
state  fiscal  problems. 

*  Associated  Professor  of  Economics. 
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Under  the  Revenue  Act  of  1935,  the  Federal  Government  has  in- 
creased abruptly  the  rates  of  identically  the  same  direct  taxes 
that  have  long  been  used  by  the  states.  The  federal  tax  rate  on 
estates  now  reaches  as  high  as  70%,  the  maximum  sur-tax  rate  on 
individual  net  incomes  attains  75%,  the  graduated  corporation  tax 
now  extends  from  12yi%  to  15%,  the  excess-profits  tax  on  cor- 
porate incomes  is  reestablished,  for  a  peace-time  maximum,  at 
12}/2%,  personal  holding  company  taxes  have  risen  abruptly  in  one 
year  from  a  maximum  of  40%  to  60%,  and  gift  taxes  now  appro- 
priate as  much  as  50%.  The  hope  of  the  Federal  Government 
ever  abandoning  the  field  of  direct  taxes  and  returning  to  the  old 
regime  of  indirect  taxation,  by  customs  and  excises  only,  has 
vanished.  In  fact,  new  taxes,  unheard  of  three  years  ago  are 
being  discovered,  such  as  the  pay-roll  tax,  the  processing  tax,  the 
intercorporate  dividend  tax,  the  liquidating-dividend  tax,  progres- 
sive corporate  income  taxes,  and  a  complex  series  of  manufac- 
turer's excise  taxes.  The  first  repercussion,  then,  is  that  federal 
invasion  of  these  former  sources  of  state  revenue  is  permanent. 

Roots  of  the  Federal  Estate  Tax 

Although  thirty  states  were  taxing  both  direct  and  collateral 
heirs,  and  twelve  other  states  were  taxing  only  collateral  heirs, 
the  lack  of  interstate  comity  may  be  given  as  the  necessary  stimulus, 
supplementing  democratic  trends,  that  led  to  the  introduction  of  the 
federal  estate  tax  of  1916.  Among  the  states  at  that  time  no  sub- 
stantial uniformity  existed,  either  in  rates  or  classification  of  kin- 
ship ;  wide  variations  occurred  in  the  progression  and  graduation 
of  rates,  both  with  respect  to  value  of  estate  and  degree  of  kin- 
ship ;  state  sovereignty  had  replaced  double  taxation,  with  almost 
confiscatory  multiple  taxation;  states  with  situs  refused  to  accept 
the  verdict  of  states  with  domicile ;  wealthy  taxpayers  moved  their 
estates  to  the  most  advantageous  tax  refuge;  states  with  high  legal 
exemptions  were  condemned  by  those  with  low  exemptions ;  and 
it  was  upon  this  confusion  that  the  federal  estate  tax  was  super- 
imposed. 

Continued  support  for  the  federal  use  of  the  estate  tax  has  been 
and  is  based  upon  its  need  as  a  supplementary  revenue  to  the  income 
tax,  the  possibility  of  bringing  greater  uniformity  in  state  inherit- 
ance tax  legislation,  on  the  ground  that  it  should  cost  no  more  to 
inherit  property  in  one  state  than  in  another ;  upon  the  belief  that 
the  federal  tax  would  tend  to  check  evasion  made  possible  through 
shifting  domicile  and  situs  of  personal  property;  the  belief  that  as 
long  as  this  tax  was  left  in  the  hands  of  the  states,  competitive 
underbidding  of  rates  would  protect  the  huge  estates;  that  it  was 
the  opening  wedge  for  federal  assessment,  collection  and  distri- 
bution of  other  revenues  jointly  used  by  federal  and  state  govern- 
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ments;  that  it  was  necessary  to  meet  the  growing  grants-in-aid, 
subventions  and  outright  gifts  to  the  state  and  local  governments; 
and  that  the  estate  tax  is  needed  by  the  Federal  Government  to 
assist  in  meeting  war  and  depression  debts. 

Added  to  these  fiscal  considerations  were  the  federal  social  reform 
measures,  ever  present  in  democracies  using  this  tax,  evidenced  in 
the  demand  for  federal  taxation  of  inheritances  by  Populism, 
Greenbackism,  the  Silver  Movement,  the  Anti-trust  Movement, 
Income  Tax  Movement,  and  reflected  in  the  platform  of  the  Pro- 
gressive Party  in  Cleveland,  which  declared  in  favor  of  heavier 
taxes  on  inheritances,  as  a  means  of  preventing  the  accumulation 
of  menacingly  large  estates.  Thus  the  estate  tax  provisions  of  the 
Revenue  Act  of  1935  become  a  culmination  of  a  series  of  fiscal 
and  social  forces  set  in  motion  at  the  time  the  Federal  Government 
entered  upon  its  use,  in  1916,  so  that  the  possibility  of  eliminating 
a  federal  estate  tax  and  reassigning  it  to  the  states  now  seems  too 
remote  for  serious  consideration. 

Fiscal  Courses  Open  to  the  States 

Under  these  circumstances,  what  fiscal  courses  are  open  to  the 
states  ?  The  states  may  increase  existing  tax  rates,  or,  they  may 
turn  to  new  indirect  taxes,  such  as  excises,  sales,  luxury  and 
license  taxes.  For  the  taxpayer,  the  former  alternative  makes  an 
almost  intolerable  tax  burden,  and  the  latter  leads  to  still  greater 
regressivity  in  state  taxation.  Another  alternative  is  to  share  with 
the  Federal  Government  the  receipts  from  income,  inheritance, 
corporation,  tobacco  and  gasoline  taxes.  There  is  an  added  pos- 
sibility of  delegating  to  the  Federal  Government  the  increasing 
cost  of  those  federal  functions,  such  as  crime  prevention,  unem- 
ployment relief  and  education,  whose  mounting  cost  no  longer  is 
solely  a  payment  for  a  local  responsibility,  but  which  has  con- 
tinued as  a  burden  on  the  general  property  taxpayer,  because  of 
our  failure  to  recognize  the  stealthily  growing  economic  inter- 
dependence of  localities  and  the  political  unity  of  the  nation. 

There  exists  now  an  additional  alternative  which  must  not  be 
overlooked  by  the  academician,  namely,  the  possibility  of  a  relative 
decline  in  the  political  and  economic  significance  of  the  state  gov- 
ernment. To  what  factors  would  such  a  decline  in  functions  be 
traceable  ?  It  is  traceable  in  part  to  the  widening  area  of  the 
national  market  that  enabled  the  development  of  large  scale  in- 
dustry, localization  and  corporate  organization  to  cover  the  entire 
nation;  traceable  also  to  the  federal  undermining  of  the  very  eco- 
nomic foundations  of  the  state  government,  through  the  heavier 
federal  taxes  on  the  same  sources  of  state  revenue;  traceable 
further,  to  the  decay  of  state  politics  and  the  growth  of  national 
political  parties  which  focus  the  attention  of  our  people,  not  upon 
15 
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state  but  upon  regional  and  nation-wide  issues ;  traceable,  moreover, 
to  improved  communication  facilities,  such  as  radios,  telephones, 
railroads,  automobiles,  and  the  airplane,  which  more  and  more 
cement  the  states  into  one  economic  entity. 

In  this  struggle  for  revenue  now  arises  the  age-old  conflict  be- 
tween provincial  and  central  government  and  perhaps  we  are 
today  putting  to  its  supreme  test  the  time-worn  political  theory  that 
a  federal  structure  of  government  constitutes  an  unstable  govern- 
mental equilibrium.  For  the  existing  balance  in  federal  govern- 
ment cannot  be  maintained,  if  the  economic  foundations  of  the  states 
are  being  undermined. 

Repercussions  of  the  Federal  Estate  Tax  on 
State  Inheritance  Taxes 

The  most  promising  of  the  alternative  fiscal  courses  now  open 
to  the  states  appears  to  be  the  sharing  of  the  revenue  receipts  by 
state  and  federal  governments,  and  /  or  the  delegation  of  certain 
federal  functions,  now  paid  for  by  the  local  government,  to  the 
Federal  Government.  Turning  to  the  first  question,  it  may  be  speci- 
fically asked :  How  may  these  receipts  from  the  same  revenue 
sources  be  shared  ?  Clearly  the  Federal  Government  is  now  using 
the  estate  tax  for  social  reform,  as  well  as  for  fiscal  purposes. 
Shall  the  states  now  raise  their  inheritance  tax  rates?  If  the  states 
leave  inheritance  tax  rates  as  they  now  are,  the  abatement  the 
tax  payer  receives  on  the  80%  federal  clause  would  remain  the 
same.  If  the  states  make  their  rates  more  steeply  progressive,  the 
Federal  Government  would  collect  less,  but  the  state  governments 
would  collect  more  than  the  federal  burden  declined.  The  states 
are  therefore  now  placed  in  the  position,  where,  by  simply  raising 
their  own  inheritance  tax  rates,  their  definite  aim  would  be  to 
secure  more  revenue  and  not  to  effect  social  reform.  The  basic 
rate  structure  that  affects  the  redistribution  of  wealth  has  been 
laid  down  for  the  states  by  the  Federal  Government. 

The  failure  on  the  part  of  the  Congress  to  extend  the  80% 
clause  to  the  so-called  "  additional  estate  taxes  "  levied  under  the 
Acts  of  1932,  1934  and  1935  has  caused  substantial  losses  in  state 
revenues.  In  1926  the  Federal  Government  brought  economic 
compulsion  into  being,  to  accomplish  what  could  not  be  done 
through  legal  compulsion,  for  want  of  constitutional  powers,  in 
order  to  effect  greater  uniformity  and  equality  in  the  state  in- 
heritance tax  systems.  Suffice  it  to  say,  that  the  Federal  Govern- 
ment secured  by  indirection,  within  a  few  years,  a  greater  uni- 
formity than  the  states  had  been  able  to  bring  into  existence  by 
interstate  comity  over  several  decades.  But  this  was  accom- 
plished at  substantial  cost  to  the  federal  treasury.  Even  before  the 
state   changes   in    rates   became   significant,    in    1926    for   example, 
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the  Federal  Government  retained  only  27  million  out  of  the  138 
million  dollars  collected  in  estate  taxes.  Extension  of  the  abate- 
ment allowed  the  federal  inheritance  taxpayer  to  the  "  additional 
estate  taxes "  would  result  in  still  greater  losses  to  the  federal 
treasury  and  accentuate  the  non-fiscal  aspects  of  the  federal  es- 
tate tax. 

Notwithstanding  these  circumstances,  it  is  reasonable  to  suggest 
that  the  80%  credit  be  now  raised  to  90%  or  even  100%  of  the 
death  taxes  paid  to  the  state.  The  maximum  rates  imposed  by  the 
states  (Arkansas  and  Wisconsin,  for  example)  amount  to  40% 
upon  strangers  and  16%  upon  direct  heirs.  Thus,  the  state  rates 
still  remain  not  only  far  below  those  imposed  by  the  Revenue  Act 
of  1935,  but  also  more  proportional  or  regressive  for  a  greater 
number  of  inheritances.  If  the  states  are  to  derive  greater  revenue 
from  this  source,  they  may  either  raise  their  rates,  lower  exemp- 
tions, increase  the  number  of  brackets,  and  minimize  regressivity,. 
until  state  laws  more  closely  approximate  the  new  federal  rates, 
or,  secure  an  extension  of  the  80%  clause  to  the  higher  federal 
estate  rates.  Neither  course  impedes  the  federal  objective  of  social 
reform,  but  both  courses  would  cause  a  decline  in  federal  revenues. 

Federal  Assessment,  Collection  and  Distribution 

Whether  or  not  the  federal  estate  tax  objective  of  social  reform 
disappears  with  the  return  of  business  recovery  and  is  replaced  by 
what  is  the  primary  objective — revenue — the  federal  assessment 
collection  and  distribution  of  both  federal  and  state  death  taxes 
would  tend  to  bring  about  greater  uniformity,  simplicity,  economy 
and  unity  in  the  tax  system.  In  fact,  some  states  today  accept 
the  appraisals  made  by  federal  valuation  experts,  in  preference  to 
the  administrator's  or  executor's  estimate  filed  with  the  county 
clerk,  whose  perfunctory  valuation  of  the  estate  may  differ  sub- 
stantially from  that  of  the  more  remote  federal  experts. 

The  chief  objections  to  federal  assessment,  collection,  and  dis- 
tribution are  over-centralization,  red  tape,  inconvenience,  and  loss 
of  state  control.  But  so  long  as  state  legislatures  retain  the  power 
to  fix  the  rates,  the  essentials  of  adequate  control  to  protect  their 
own  citizens  are  not  sacrificed.  Administrative  centralization  is 
possible,  even  though  legislative  power  over  particular  taxes  may 
be  vested  in  different  bodies.  Centralization  of  legislative  au- 
thority is  vastly  different  from  centralization  of  administrative 
authority.  The  power  of  state  legislatures  to  determine  the  kind 
of  taxes  used,  the  limitations  upon  rates,  and  the  tax  subjects  and 
objects  is  not  impaired  by  federal  assessment  and  collection,  while 
many  complex  issues  need  to  be  clarified,  before  federal  distri- 
bution can  proceed  successfully.  The  answer  one  makes  to  the 
proposal  of  federal  assessment,  collection,  and  distribution  depends 
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all  too  often  upon  his  latent  assumptions  as  to  the  relative  com- 
petency of  administrations.  Therefore,  in  order  to  weigh  the  pro- 
posal on  its  merits,  equal  effectiveness  in  federal  and  state  admin- 
istration must  be  assumed. 

The  advantages  of  federal  assessment,  collection,  and  distribution 
are  that  it  enables  greater  division  of  labor,  with  lower  collection 
costs;  the  avoidance  or  minimizing  of  the  super-tax  imposed  on 
many  taxpayers,  in  the  form  of  excessive  costs  for  determining 
tax  liability;  the  employment  of  more  highly  specialized  valu- 
ation experts;  more  impartial  and  impersonal  treatment  in  admin- 
istration-, and  greater  uniformity  than  can  be  secured  in  state  and 
local  administration.  If  the  Federal  Government  is  able  to  ad- 
minister an  income  tax,  having  four  million  returns  annually,  it  is 
not  clear  why  the  Federal  Government  could  not  as  effectively 
administer  160,000  estate  returns  each  year. 

The  Cyclopean  obstacle  to  federal  assessment,  collection,  and  dis- 
tribution is  the  lack  of  acceptable  standards  or  criteria  for  the 
distribution  of  inheritance  tax  receipts.  It  is  more  than  a  question 
of  domicile.  The  number  of  estates  probated,  the  percentage  of 
total  value  of  inherited  property,  the  relative  wealth  of  the  state, 
its  population,  and  its  needs  for  school,  police  protection,  high- 
ways, and  relief,  are  some  of  the  factors  which  must  be  weighed 
accurately,  before  general  public  acceptance  can  be  expected  for 
centralized  administration  and  distribution  of  the  state  inheritance 
taxes.  The  determination  of  sound  criteria  for  the  distribution  of 
these  receipts  is  the  profound  problem  of  the  tax  expert.  Never- 
theless this  is  the  direction  in  which  the  tax  system  seems  to 
be  moving. 

Repercussions  of  Federal  Estate  Tax  on  General 
Property  Tax 

The  repercussions  of  the  soaring  federal  rates  of  the  estate  tax 
upon  the  general  property  tax  are  no  less  important.  There  is  a 
wide-spread  belief  today  that  the  federal  estate  tax  rates  of  over 
50^?  lead  to  the  eventual  destruction  of  capital,  and  to  that  extent 
destroy  the  tax  base  of  the  general  property  tax,  because  excep- 
tionally high  rates  may  lead  to  forced  sales  of  fixed  capital,  driving 
down  its  market  value  to  an  extent  that  cannot  be  ignored  by  local 
assessors  or  state  boards. 

This  may  be  the  long-run,  but  it  is  not  the  immediate  result  of 
distributive  taxes.  Need  it  be  pointed  out  that  the  large  estates, 
in  the  final  analysis,  consist  of  fixed  capital  in  such  forms  as 
machines,  real  estate,  mills,  factories,  railroad  engines,  and  dyna- 
mos ?  The  tax  itself  does  not  destroy  these  forms  of  capital  goods. 
The  tax  may  cause  changes  in  their  ownership.  The  decline  in 
value  may   result   in  an   individual   buyer's  gain  and  an   individual 
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seller's  loss,  but  not  an  immediate  social  loss.  Not  until  the  death 
taxes  become  so  great  as  to  impair  expenditures  for  maintenance, 
repair  and  replacement  and  thereby  lead  to  a  diminution  in  social 
capital,  does  the  property  tax  base  decline,  and  ultimately,  then,  it 
results  in  both  a  loss  in  value  and  a  loss  in  the  taxable  property 
itself. 

Treasury  experts  testified  two  months  ago  before  the  Senate  Fin- 
ance Committee  that  the  average  estate  consists  of  55%  securities, 
19%  real  estate,  22%  mortgages,  cash  and  insurance,  and  4%  in 
miscellaneous  assets,  and  was  burdened  with  a  debt  in  1933  of  17%. 
From  this  they  concluded  that  there  exists  sufficient  liquidity  of 
assets  to  meet  the  estate  tax  payments,  and  that  property  values 
would  not  suffer  abrupt  declines.  For  estates  having  unlisted  se- 
curities this  conclusion  is  doubtful.  Moreover,  they  say,  the  full 
burden  of  the  death  taxes  is  most  accurately  found  in  the  number 
of  extensions  of  payment  granted,  which  in  1935,  amounted  only 
to  2.16%  of  the  number  of  estates,  and  that  extensions  were  as  often 
sought  by  smaller  as  by  the  larger  estates,  so  that  loss  of  value  at- 
tributable to  forced  sales  is  a  relatively  unjustified  fear. 

The  state's  viewpoint  has  not  been  adequately  considered  when 
it  is  shown  that  the  buyer's  gain  and  the  seller's  loss  will  not  impair 
immediate  property  values.  The  social  loss  also  consists  in  the  dis- 
appearance of  the  genius  of  the  fortune  or  business,  which  passes 
with  the  decedent.  The  probability  is  that  business  or  industry  falls 
into  less  competent,  rather  than  more  competent  hands,  because  it 
takes  time  to  build  up  and  properly  direct  a  business  or  fortune,  so 
that  the  buyer's  gain  is  not  so  great  as  the  seller's  loss,  and  property 
values  tend  to  drop.  Furthermore,  there  exists  the  tendency  for 
heavy  estate  taxes  to  break  up  the  family  interest  and  pride  in  the 
establishment,  so  that  the  seller's  valuation  also  declines.  The  sum 
total  effect  of  the  estate  tax  therefore  is  a  tendency  to  force  a  decline 
in  assessed  values  of  the  general  property  tax.  Of  course,  this  con- 
clusion may  be  upset  by  abruptly  rising  price  levels,  which  through- 
out have  been  assumed  to  remain  fixed. 

The  high  tax  rates  on  estates  in  the  higher  brackets,  in  breaking 
up  fortunes  leave  repercussions  also  on  state  income  tax  yields,  by 
decreasing  the  number  of  returns  in  the  higher  brackets  of  the  state 
income  taxes.  It  seems  reasonable,  therefore,  to  expect  a  slight  drop 
to  occur  in  the  state  income  tax  yields.  So  closely  identified  with 
business  recovery  and  sound  business  conditions,  however,  is  the  in- 
come tax,  that  its  total  productivity  for  the  states  will  not  be  greatly 
affected  by  the  precipitous  ascent  of  the  estate  tax  rates. 

Repercussions  of  Individual  Sur-Tax  Rates  on  Net  Incomes 

With  less  than  four-hundredths  of  one  per  cent  of  the  federal  in- 
come taxpayers  affected  by  the  change  from  proportional  to  pro- 
gressive rates  in  the  higher  income  brackets,  there  is  danger,  lest  too 
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great  attention  be  given  to  the  cry  that  the  federal  income  tax  is 
drying  up  the  sources  of  state  revenues.  The  Revenue  Act  of  1921 
imposed  a  proportional  rate  of  5%  on  all  incomes  over  $200,000. 
Under  the  Act  of  1924  graduation  in  rates  ceased  at  $500,000,  with  a 
maximum  rate  of  40%,  while  under  the  acts  of  1926  and  1928, 
graduation  ceased  at  $100,000,  with  a  maximum  rate  of  20%.  The 
inequitable  regressivity  of  these  acts  was  offset  by  the  tax  relief 
from  former  rates.  The  Revenue  Act  of  1932  restored  the  progres- 
sive rates  of  the  war-period,  and  the  present  law  does  not  attain 
proportionality,  until  it  reaches  a  rate  of  75%  on  individual  annual 
net  incomes  in  excess  of  $5,000,000.  Obviously  this  change  affects 
a  relatively  small  number  of  important  taxpayers.  Wherever  states 
have  made  their  income  tax  rates  dependent  upon  a  certain  percent- 
age of  the  federal  rates,  these  taxpayers  doubtless  will  feel  these 
repercussions  more  keenly  than  in  those  states  with  independent 
rate  structures.  More  momentous  to  income  tax  productivity  is  the 
improvement  of  underlying  business  conditions,  which  is  a  part  of 
the  world-wide  economic  entity  and  not  dependent  upon  the  several 
thousand  well-to-do  American  taxpayers. 

But  this  small  and  powerful  group  of  taxpayers  may  lead  the 
states  into  a  position  where,  for  at  least  a  quarter  of  a  century,  they 
may  defeat  the  social  reform  purposes  of  the  federal  income  and 
estate  tax  legislation.  One  of  the  most  significant  repercussions  of 
the  increased  individual  sur-tax  on  net  income  is  the  developing 
battle-line  on  the  sector  of  tax-exempt  securities.  Experts  from  the 
Treasury  Department  are  now  cooperating  with  experts  for  the 
Joint  Committee  on  Internal  Revenue  Taxation  established  by  the 
Congress,  with  the  results  that  the  Federal  Government  is  improv- 
ing its  position,  in  matching  expert  counsel  retained  by  the  well- 
to-do  taxpayers  and  that  important  leaks  are  being  gradually  stopped 
and  tax-exempt  securities  are  becoming  more  valuable  to  the  well- 
to-do.  More  and  more  is  factual  information  replacing  vague  and 
nebulous  impressions.  Thus  it  can  now  be  shown  that  in  the  1932 
income  tax  returns,  there  were  58  taxpayers  who  received  for  that 
year  gross  incomes  in  excess  of  $1,000,000;  that  20  of  this  number 
had  net  taxable  incomes  exceeding  $1,000,000;  that  the  58  taxpayers 
owned  not  less  than  $461,000,000  of  tax-exempt  securities;  that  their 
tax-free  incomes  amounted  to  $21,000,000  as  against  a  total  taxable 
income  for  the  entire  group  of  $57,000,000,  and  finally,  that  the  tax- 
exempt  securities  held  by  this  group  cost  the  Federal  Government 
that  year,  a  loss  in  income  taxes  amounting  to  $11,866,000. 

Undoubtedly  the  more  accurate  measurement  of  the  losses  suffered 
by  the  Federal  Government  must  in  all  probability  be  met  by  corre- 
spondingly more  accurate  measurement  of  the  benefits  obtained  by 
state  and  local  governments,  through  the  exercise  of  this  privilege. 
Highly  progressive  individual  income  taxes  and  tax-exempt  securi- 
ties cannot  exist  side  by  side,  in  a  unified  progressive  tax  system. 
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Nevertheless,  the  state  and  local  governments  now  possess  the  power 
to  defeat  the  social  reform  purposes  of  the  federal  tax  legislation  of 
1935,  by  making  tax-exempt  securities  more  attractive.  The  battle- 
line  over  this  constitutional  amendment  draws  nearer  and  nearer, 
as  the  income  sur-tax  rates  mount  higher  and  higher. 

Should  the  states  and  cities  be  willing  to  cooperate  with  the  Fed- 
eral Government,  in  plugging  up  this  most  important  income  tax 
refuge  legally  available  to  taxpayers?  If  the  Federal  Government 
taxes  local  governmental  securities,  it  may  possess  power  to  prevent 
the  issuance  of  securities  necessary  to  maintain  solvency  and  sove- 
reignty. What  would  happen  to  the  federal  security  market  if  the 
states  were  given  powers  to  tax  federal  securities?  The  funda- 
mental dilemma  consists  in  this :  if  federal  power  to  tax  state  and 
local  securities  constitutes  a  power  to  destroy,  and  the  state  power 
to  tax  federal  securities  constitutes  a  power  to  destroy,  what  will 
happen  to  the  federal  equilibrium,  when  the  tax-exempt  privilege  no 
longer  exists  ?  Are  not  limitations  a  necessary  element  in  this 
problem  ? 

At  present,  the  haven  of  tax-exempt  securities  grows  more  attrac- 
tive, as  the  income  tax  rates  soar.  As  one  investor  has  put  it : 
"  Socony- Vacuum  stock  doesn't  look  particularly  attractive  as  an 
investment,  with  5,000,000  shares  of  stock  owned  by  John  D.  Rocke- 
feller Jr.,  continually  hanging  over  the  market,  in  case  of  his  death." 
Family-held  stock  suffers  similar  handicaps  from  the  federal  estate 
tax  rates.  On  the  other  hand,  as  the  tax-exempt  municipal  bonds 
have  risen  from  3.3  billion  in  1912  to  19.2  billion  in  1935,  their  rate 
has  continued  to  fall,  but  not  sufficiently  to  impair  their  tax-evasive 
attractiveness. 

The  higher  income  taxes  will  accentuate  this  acute  tax-exempt 
situation,  and  the  sooner  this  repercussion  is  brought  to  a  head,  the 
sooner  will  the  progressive  income  tax  conform  to  ability  to  pay. 
In  the  August  issue  this  year,  Barron's  estimated  that  about  51 
billion  of  tax-exempt  securities  are  now  outstanding.  President 
Roosevelt,  following  his  predecessor's  footsteps,  has  definitely  recom- 
mended to  the  Congress  a  constitutional  amendment  permitting  reci- 
procal taxation  of  governmental  securities.  If  this  leak  could  be 
plugged  up  immediately,  then  the  effectiveness  of  high  sur-tax  rates 
would  compel  the  tax  system  as  a  whole  to  approximate  more  closely 
the  principle  of  ability  to  pay. 

Repercussions  of  the  Federal  Corporation  Taxes 

The  Revenue  Act  of  1935  continues  to  add  to  corporate  tax  bur- 
dens, by  imposing  a  graduated  corporate  income  tax,  increasing  the 
rates  of  the  excess-profits  and  capital  stock  taxes,  and  introducing  a 
new  special  tax  on  intercorporate  dividends.  Three  economic  poli- 
cies are  evident  in  the  present  federal  revenue  laws :  sheer  size  is 
penalized  by  the  adoption  of  the  graduated  income  tax  for  corporate 


232  NATIONAL  TAX  ASSOCIATION" 

incomes;  the  academic  and  theoretical  concept  of  ''normal  profit" 
has  been  accepted  by  the  Congress  and  begins  again  to  enter  prac- 
tical affairs;  and  the  intercorporate  dividend  tax  of  10%  shows  that 
the  Congress  has  now  adopted  an  anti-industrial  holding-company 
policy. 

The  fiscal  aspects  of  these  new  corporate  taxes,  like  the  inherit- 
ance and  individual  income  sur-taxes  are  not  as  important  as  their 
regulatory  aspects.  Prior  to  the  Revenue  Act  of  1935,  corporate 
net  incomes  paid  a  flat  13  and  3/4th  per  cent  proportional  rate. 
Under  the  present  law  a  12^4%  rate  is  imposed  on  corporations 
having  a  net  income  of  $2,000  or  less;  13%  for  those  receiving  from 
$2,000  to"  $15,000;  14%  on  those  receiving  from  $15,000  to  $40,000 
and  15%  on  all  corporate  net  incomes  exceeding  $40,000.  In  brief, 
the  net  effect  is  that  all  corporations  whose  net  incomes  exceed 
$44,800  will  suffer  increased  taxation.  These  increases  can  not  be 
considered  unfair.  Thus,  compared  with  the  tax  requirements  of 
the  1934  Act,  corporations  with  a  net  taxable  income  of  $100,000 
will  pay  an  added  $690,  while  those  corporations  receiving  a  net 
taxable  income  of  $1,000,000  must  contribute  an  added  $11,940. 

The  logic  that  was  used  in  support  of  the  federal  graduated  cor- 
porate income  tax  may  have  especial  significance,  because  of  the 
possibility  of  extending  the  principle  into  the  state  tax  systems. 
Studies  made  by  the  National  Bureau  of  Economic  Research  and 
the  Harvard  Bureau  of  Business  Research  prove  that  the  larger 
corporations  possess  greater  economic  stability  throughout  the  busi- 
ness cycle,  and  that  smaller  corporations,  although  showing  greater 
profit,  also  show  greater  losses  and  greater  instability.  Stability 
is  then  made  a  factor  of  ability  to  pay.  Then,  too,  since  five  per 
cent  of  the  corporations  in  1932  owned  85%  of  the  corporate  assets, 
this  concentration  in  control  becomes  an  additional  evidence  of 
ability  to  pay.  Furthermore,  it  has  been  pointed  out  that  the  legal 
fiction  that  a  corporation  is  a  person,  applies  to  corporate  rights. 
In  fact,  a  corporation  is  a  legal  person  for  almost  all  corporate 
duties  except  taxpaying.  This  legal  fiction  does  not  accord  with 
the  economic  advantages  to  be  obtained  by  incorporation,  and  vio- 
lates the  principle  of  jurisprudence,  that  for  every  legal  right  there 
is  a  corresponding  legal  duty.  Furthermore,  the  benefit  of  gov- 
ernment corresponds  approximately  to  corporate  size.  Besides,  the 
great  corporations  that  are  usually  doing  interstate  business  have 
not  been  seriously  taxed  by  the  states,  because  they  do  not  possess 
adequate  powers  to  reach  such  business  by  taxation. 

The  president's  message,  which  wielded  considerable  influence 
over  the  Congress,  stated  that :  "  Furthermore,  the  drain  of  the 
depression  upon  the  reserves  of  business  puts  a  disproportionate 
strain  upon  the  modestly  capitalized  small  enterprise.  Without 
such  small  enterprises  our  competitive  society  would  cease.  Size 
begets  monopoly.  .  .  .  The   smaller   corporations   should   not   carry 
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burdens  beyond  their  powers ;  the  vast  concentrations  of  capital 
should  be  ready  to  carry  burdens  commensurate  with  their  powers 
and  their  advantages."  In  considering  the  repercussions  of  federal 
taxation  on  state  tax  systems  it  becomes  a  pertinent  question :  Will 
the  states  accept  the  same  arguments  and  adopt  or  extend  the  grad- 
uated corporate  income  taxes? 

Repercussions  of  the  Social  Federal  Program 

With  a  new  federal  pay-roll  tax  that  graduates,  as  the  index  of 
recovery  rises,  which  allows  a  provision  of  90%  credit  for  state 
payroll  taxes,  in  case  the  state  laws  for  social  security  meet  the 
minima  standards  fixed  by  the  Congress,  there  is  again  an  element 
of  economic  compulsion  driving  the  states  into  heavy  and  continued 
expenditures  for  old-age  pensions  and  unemployment  insurance. 
Time  alone  will  reveal  whether  the  Federal  Government  has  set 
these  minima  too  high. 

One  innovation  of  particular  interest  to  state  tax  administrators 
consists  in  using  the  state  treasuries  as  collection  agents  for  the 
federal  treasury.  All  pay-roll  taxes  are  to  be  turned  over  to  the 
Federal  Government,  in  order  that  the  investment  of  funds  may 
constitute  in  the  treasury  or  the  federal  reserve  banks,  a  fund  to  be 
used  for  the  purpose  of  stabilizing  the  business  cycle.  As  the  states 
multiply  their  pay-roll  taxes,  there  will  exist  a  tendency  on  the 
part  of  employers  to  substitute  capital  for  labor,  thereby  introduc- 
ing machines,  which  in  turn  may  accentuate  the  very  problem  that 
it  is  intended  to  relieve.  Perhaps  the  purpose  of  unemployment 
relief  might  be  promoted  by  state  taxes  on  the  capital  value  of  new 
machines  which  are  introduced  to  displace  laborers.  The  most  im- 
minent danger  is  that  employers  will  shift  the  tax,  not  forward  to 
the  consumer,  but  backward  to  the  wage  earner  whom  it  is  most 
desired  to  protect.  Confusion  underlies  not  only  the  incidence  but 
also  the  administration  of  the  payroll  tax.  Wide  divergences  in 
state  security  programs  and  taxes,  coupled  with  wide  varieties  of 
administrative  interpretations,  and  double  or  multiple  taxation,  give 
promise  of  confusion,  far  exceeding  that  of  earlier  state  inheritance 
taxation. 

The  repercussions  of  the  federal  processing  taxes  have  been  more 
of  a  consolation  to  state  tax  administration.  Whether  we  agree 
that  crop  control  is  or  is  not  a  desirable  thing,  there  is  ample  reason 
to  believe  that  the  farmers  who  have  received  benefit  payments  have 
found  it  easier  to  pay  interest  and  delinquent  taxes,  and  that  the 
Federal  Government,  in  rural  areas  at  least,  has  come  to  the  support 
of  the  local  general  property  tax.  On  the  other  hand  the  impact 
of  bread  and  meat  taxes  in  the  cities  tends  to  absorb  incomes  that 
might  otherwise  be  devoted  to  urban  tax  payments. 

Time  prevents  a  consideration  of  the  repercussions  of  the  federal 
invasion  of  public  utilities;  the  effect  of  the  housing  program  on 
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assessed  values  of  property  on  the  tax  rolls ;  the  effects  of  the  opera- 
tions of  the  Home  Owners  Loan  Corporation,  in  adding  to  the 
assessable  values ;  the  Reconstruction  Finance  Corporation  loans 
and  gifts  to  cities  for  public  works ;  the  significance  of  the  Muni- 
cipal Bankruptcy  Act  and  other  federal  instrumentalities,  whose 
operations  have  been  designed  to  accelerate  business  recovery. 

In  conclusion,  the  invasion  by  the  Federal  Government  of  the 
same  sources  of  revenues  long  used  by  the  states,  now  accentuated 
by  the  increased  rates  of  the  Revenue  Act  of  1935,  requires  the 
serious  consideration  of  the  possibilities  of  the  sharing  of  receipts 
from  inheritance,  income,  corporation,  commodity  and  gasoline 
taxes.  At  any  one  time,  there  exists  a  definite  and  fixed  limit  on 
taxpaying  capacity  of  the  heirs,  the  income  sur-tax  payers,  the  cor- 
porations, and  motor  car  owners,  so  that  the  increased  federal  levies 
are  driving  the  states  toward  a  demand  to  share  revenue  receipts,  in 
exchange  for  federal  assessment,  collection  and  distribution  of  jointly 
used  revenues.  The  extension  of  the  credit  principle,  now  applied 
to  the  federal  inheritance  tax,  points  the  way  toward  further  mutual 
sharing  of  public  incomes.  Taking  into  consideration  the  country 
as  a  whole,  such  a  plan  would  probably  secure  greater  uniformity, 
simplicity,  justice,  elasticity  and  unity  in  the  tax  system.  Moreover, 
the  social  reform  program  of  the  Federal  Government  is  being  forced 
upon  the  states,  not  by  legal  but  by  economic  compulsion,  so  that 
non-fiscal  purposes  of  state  taxes  will  probably  assume  increasing 
social  significance.  These,  in  most  general  outlines,  are  some  of 
the  probable  repercussions  of  the  present  federal  taxation  on  the 
state  tax  systems. 

('After  Mr.  Hahne  had  proceeded  for  twenty  minutes,  the  fol- 
lowing proceedings  were  had.) 

Chairman  Long:  The  twenty  minutes  have  not  quite  yet  ex- 
pired, but  I  take  this  opportunity  of  asking  for  an  extension  of  time. 

(Duly  moved,  seconded  and  voted  that  the  time  of  the  speaker 
be  extended.) 

Chairman  Long  :  The  time  is  extended. 

Mr.  Ernest  H.  Hahne:  Thank  you,  Mr.  Chairman. 

<  Whereupon  the  speaker  continued  to  the  conclusion  of  his 
paper.) 

Chairman  Long  :  That  was  a  splendid  paper,  which  has  con- 
tributed very  materially  to  the  excellence  of  this  morning's  session. 

We  have  reached  the  period  now  of  discussion,  but  before  we 
start,  I  should  say  again  that  the  resolution  committee  as  named 
will  meet  with  its  chairman,  Governor  Bliss,  in  this  room,  imme- 
diately after  this  session  closes. 
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I  have  here  a  resolution,  submitted  by  Mr.  Leo  Meyer,  which, 
upon  reading,  will  be  referred  to  the  committee  on  resolutions. 
The  resolution  is  as  follows: 

Whereas  the  movement  to  exempt  homesteads  from  the  prop- 
etry  tax  seems  to  be  gaining  considerable  momentum  through- 
out the  country,  and 

Whereas  the  definition  of  a  homestead  for  tax  exemption 
purposes,  involves  the  important  matter  of  the  size  of  the 
property  tax  base,  and  also  the  matter  of  equitable  application 
of  the  exemption,  as  between  home  owners  and  tax  payers, 

Resolved,  that  the  Conference  requests  the  National  Tax  As- 
sociation to  appoint  a  committee,  whose  function  would  be 
that  of  studying  the  question  of  a  workable  and  equitable 
definition  of  a  homestead,  for  tax  exemption  purposes,  and  to 
report  to  the  twenty-ninth  annual  conference  on  taxation,  in 
1936. 

Chairman  Long  :  Under  the  rules  that  is  referred  to  the  com- 
mittee on  resolutions. 

We  have  now  reached  the  point  where  it  seems  to  me  we  are 
very  well  prepared  for  a  period  of  discussion  on  any  of  these 
papers.  You  have  first  Mr.  Knapp's  report  of  the  Committee  on 
Double  Domicile,  which  offers  an  opportunity  for  discussion  and 
explanation.  Second,  there  was  the  very  splendid  paper  of  Martin 
Saxe,  of  New  York,  in  respect  to  the  non-resident  income  tax; 
and  now,  Dr.  Hahne's  splendid  paper  on  the  Repercussions  of  the 
Federal  Tax  Systems  on  the  States. 

We  are  open  for  discussion,  questions  or  any  statements,  in 
respect  to  these  papers,  that  you  may  want  to  make.  Shall  I  call 
on  somebody  to  lead  the  discussion  or  will  some  one  volunteer  ? 

Mr.  M.  H.  Hunter  (Illinois)  :  First  I  want  to  raise  a  question 
growing  out  of  Mr.  Saxe's  paper,  and  then  possibly  suggest  an 
answer  to  it.  Granted  that  through  the  wisdom  of  our  courts  or 
in  some  other  way,  we  can  possibly  find  the  situs  or  origin  of 
each  individual's  income — I  say,  granted  that — and  granted,  second, 
that  we  be  willing  to  tax  these  incomes  at  their  situs  or  origin,  I 
wonder  if  even  then  we  have  solved  the  problem.  It  seems  to  me 
we  have  not ;  for  this  reason :  we  still  have  to  reckon  with  progres- 
sive rates  in  income  taxation.  For  example,  suppose  a  man  has 
an  income  of  $10,000  from  states  A,  B,  C,  D  and  E,  that  is,  an 
income  of  $10,000  from  each  of  these  states,  and  we  know  the 
situs ;  here  is  another  man  living  in  the  same  state  as  this  in- 
dividual, with  $50,000  income,  the  same  total  income,  coming  from 
the  one  state.  If  there  is  any  argument  for  progressive  rates,  it 
is  that  the  man  with  the  large  income  is  better  able  to  pay.  Now, 
in  these  two  cases  we  shall  have  progressive  rates  upon  the  one 
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man.  who  receives  $50,000  from  one  state,  but  on  the  other  man 
only  upon  each  $10,000,  because  derived  from  five  different  states. 
That  is  one  problem.  How  are  you  going  to  apply  the  theory  of 
progressive  taxation,  with  separate  parts  of  income  coming  from 
a  lot  of  different  states?  It  seems  to  me  that  this  a  problem  we 
must  reckon  with,  even  though  we  are  able  to  determine  the 
situs  of  the  income  of  different  individuals. 

I  have  a  possible  solution,  or  a  suggestion  towards  a  solution. 
We  are  talking  a  great  deal,  these  days,  about  agreements  and 
reciprocity  among  states.  How  would  it  be  to  have  an  agree- 
ment something  like  this :  let  the  state  of  residence,  the  state 
where  the  man  lives  and  receives  the  income,  administer  and 
collect  the  income  tax,  on  the  basis  of  the  progressive  rates  it 
may  use,  and  then  allocate  back  to  the  state  of  origin,  if  there 
be  such,  a  part  of  the  tax,  let  us  say,  perhaps,  as  much  as  that 
state  would  have  had,  had  it  levied  a  tax  itself  upon  the  income 
having  its  source  therein.  The  state  where  the  man  lives  would 
have  the  advantage  of  the  progressive  rates ;  the  state  where  the 
income  originated  would  have  the  advantage  of  receiving  as  much 
as  it  might  have  received,  had  that  income  been  taxed  there 
originally. 

I  think  I  would  make  the  further  suggestion  that  the  allocation 
back  would  be  made  only  on  the  basis  of  information  given  to 
the  state  administering  the  income  tax.  I  realize  that  there  may 
be  a  lot  of  details  that  would  have  to  be  worked  out,  such  as 
maximum  allowance,  and  all  sorts  of  things,  but  possibly  that  is 
a  suggestion  towards  some  solution. 

Chairman  Long  :  Thank  you  very  much,  Doctor.  Has  anyone 
an  answer  or  suggestion  or  formula  to  carry  out  what  Dr.  Hunter 
suggested?     Or,  are  there  other  topics  you  want  to  discuss? 

Mr.  Seth  Cole  (New  York)  :  I  have  been  very  much  inter- 
ested in  the  several  papers  that  have  been  presented  this  morning, 
but  especially  interested  in  the  last  paper  by  Professor  Hahne. 

Ten  years  ago,  when  I  was  preparing  my  brief  in  the  case  of 
Frick  v.  Pennsylvania,  I  had  to  meet  the  contention  of  the  Frick 
executors  that  before  the  State  of  Pennsylvania  could  arrive  at 
its  net  taxable  estate,  it  was  required  to  deduct  the  federal  tax  upon 
the  estate,  for  the  reason  that  if  the  estate  was  insufficient  to  pay 
both  the  federal  and  state  taxes,  the  Federal  Government  would 
have  the  first  claim  for  its  toll.  I  answered  that  by  saying  that 
no  such  factual  situation  was  involved;  that  the  federal  taxes  and 
the  state  taxes  were  both  modest  in  amount,  and  that  there  would 
be  and  could  be  no  question  but  that  the  estate  would  be  sufficient 
to  pay  both. 

We  have  travelled  a  long  way  in  the  last  ten  years  in  estate 
taxation.      With  federal  rates  amounting  to  as  much  as  seven  per  cent, 
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and,  as  Professor-  Hahne  said,  with  state  rates  in  some  cases  amount- 
ing to  forty  percent,  and  with  the  ever  present  possibility  of  the 
depreciation  of  the  assets  of  an  estate,  particularly  where  it  repre- 
sents an  interest  in  a  family  or  closed  corporation,  I  wonder  if 
we  haven't  now  almost  reached  the  point  where  it  is  going  to  be  a 
very  serious  question  whether  there  will  be  enough,  in  many  estates, 
to  satisfy  both  the  federal  and  state  claims. 

I  do  not  advance  this  thought  as  being  one  that  has  been 
thoroughly  worked  out  in  my  mind,  and  yet  I  do  not  think  that  it 
is  altogether  fantastic.  Death  taxes  are  supposed  to  be  a  regula- 
tion of  the  succession  of  property  upon  the  death  of  the  owner, 
and  the  power  to  regulate  succession  is  vested  in  the  states.  If 
some  enterprising  state  which  operates  a  tax  laboratory — possibly 
our  good  friends  up  in  Wisconsin — should  wish  to  conduct  a  little 
further  experiment  in  the  field  of  taxation,  I  wonder  if  it  would  not 
be  a  good  idea  to  do  away  with  the  estate  or  inheritance  tax  which 
the  state  imposes,  as  the  case  may  be,  and  substitute  for  it  an 
escheat  law,  under  which  certain  specific  percentages  of  an  estate 
would  escheat  to  the  state.  If  that  were  done,  then  necessarily 
it  would  seem  to  me  that  the  base  for  the  imposition  of  the  federal 
tax  would  be  lessened,  and  two  things  would  be  accomplished: 
first,  the  state  would  be  assured  that  it  could  obtain  its  revenues, 
in  all  events,  and,  second,  there  would  be  a  saving  to  the  estate, 
because  of  the  necessary  decrease  in  the  federal  taxation.  Now, 
as  I  say,  I  don't  throw  that  out  as  solving  the  problem,  at  all. 
It  is  just  an  idea,  but  perhaps  some  enterprising  tax  officials  want 
to  see  what  can  be  made  of  it. 

Chairman  Long:  Thank  you  very  much.  What  1  appreciate 
about  that,  Mr.  Cole,  is  the  sober  suggestion  of  escheat,  but  Mr. 
Riley  is  ready  to  spring  to  your  defense;  and  this  is  Mr.  Riley 
of  California. 

Mr.  Ray  L.  Riley  (California)  :  Mr.  President  and  members 
of  the  conference:  I  am  in  hearty  accord  with  the  suggestion  ad- 
vanced by  Mr.  Cole,  for  we  of  California,  who  live  quite  a  con- 
siderable distance  from  Washington,  and  are  being  called  upon  to 
make  a  contribution  of  $2,000,000  a  month  to  the  Federal  Un- 
employment Relief  Fund  out  there,  are  somewhat  bothered  with 
our  revenue  system.  We  have  considered  very  carefully  the  sub- 
ject that  you  have  just  opened.  We  are  of  the  opinion  that  we  may 
submit  a  constitutional  amendment  in  California,  escheating  all 
property  to  the  state  at  death,  and,  in  lieu  of  the  probate  court, 
set  up  a  claims  court,  permitting  heirs  or  other  persons  to  claim 
out  of  the  estate  a  certain  percentage  of  that  estate,  and  I  should 
like  to  see  the  Federal  Government  get  behind  that. 

Chairman  Long:  All  of  us  I  think  have  marveled,  at  some 
period  of  our  lives,  at  the  magician  who  picked  the  rabbit  out  of 
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the  hat,  and  here  is  Mr.  Cole,  with  all  the  intensity  of  the  Hudson 
River,  suggesting  something  that  he  thought  was  revolutionary, 
only  to  rind  that  out  of  the  hat  came,  not  one  rabbit  but  two  or  three. 
Have  we  any  other  suggestions? 

Delegate:  Let  us  have  them  if  they  are  as  good  as  that  last 
one  was. 

Chairman  Long  :  Competition  between  the  states  and  Federal 
Government  for  the  division  of  the  spoils  of  the  accumulation  of  a 
lifetime  may  just  be  starting  at  this  point. 

Mr.  Oscar  Leser  (Maryland)  :  There  were  two  thoughts  among 
others,  provoked  by  the  address  of  Professor  Hahne.  I  cannot 
agree  with  his  intimation  that  the  removal  of  the  exemption  of 
public  securities — state  and  local  bonds — from  federal  taxation,  and 
federal  bonds  from  state  taxation,  for  inheritance  tax  purposes, 
would  create  havoc.  It  seems  to  me,  that  although  as  Chief  Justice 
Marshall  said,  the  power  to  tax  involves  the  power  to  destroy,  there 
would  not  be  any  destruction.  In  other  words,  Mr.  Hahne  seems  to 
have  ignored  the  existence  of  the  Fourteenth  Amendment,  which 
would  require  uniformity  and  proper  classification. 

Of  course,  if  there  were  a  state  law  which  imposed  upon  federal 
bonds  a  higher  rate  of  tax  than  is  imposed  on  other  similar  prop- 
erty, that  would  be  stricken  down  as  unconstitutional,  and  the  pro- 
tection against  confiscation  is  that  they  could  not  confiscate  the 
securities  of  the  Federal  Government,  unless  they  confiscated  all 
other  property,  and  the  converse  is  also  true. 

In  my  judgment,  when  the  Sixteenth  Amendment  was  adopted, 
it  was  the  intent  to  reach  all  that  class  of  property.  The  wording 
of  that  amendment  gives  the  right  to  tax  income,  "  from  whatever 
source  derived  " ;  and  there  were  no  exceptions.  It  was  intended  to 
reach  the  salaries  of  state  officials  and  the  salaries  of  federal  offi- 
cials. I  happened  to  be  in  the  supreme  court  chamber  when  the 
decision  was  rendered  in  the  case  which  upheld  the  exemption  of 
the  salaries  of  federal  judges,  and  I  then  and  there  protested, 
silently,  to  the  logic  of  the  court.  The  argument  was  that  such  a 
tax,  by  diminishing  the  salaries  of  the  judges,  might  impair  their, 
independence,  and  thus  their  usefulness ;  and  that  an  intent  to  pro- 
duce such  a  result  should  not  be  attributed  to  the  Income  Tax 
Amendment. 

I  feel  that  many  blessings  would  arise  from  the  removal  of  the 
exemption  that  exists,  with  respect  to  federal  and  state  securities. 
It  has  promoted  unduly  lavish  expenditures  on  the  part  of  the  local- 
ities and  has  increased  the  temptation  to  raise  money  by  loans  and 
it  has  had  the  incidental  effect  of  withdrawing  vast  amounts  of 
otherwise  taxable  income  from  taxation.  Of  course,  if  we  had  a 
uniform  rate  of  income  tax,  the  temptation  to  invest  in  tax-exempts 
would  not  exist,  because  the  cost  of  the  tax-exempts  would  reflect 
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the  value  of  the  exemption.  But,  as  it  stands  today,  the  same  secur- 
ity has  a  greater  value  for  one  man  than  it  has  for  another  man, 
and  no  man  apparently  has,  to  pay  a  price  which  reflects  the  ad- 
vantage that  it  is  to  him. 

The  other  point  is  not  a  very  important  one,  but  something  was 
said  by  Professor  Hahne  to  the  effect  that  the  increase  in  the  rates 
of  inheritance  tax  would  affect  states  whose  systems  are  based  on 
a  percentage  of  the  federal  rate.  I  cannot  conceive  how  such 
systems  have  been  allowed  to  exist  or  to  stand.  I  think  a  state 
which  fixes  a  tax  rate,  or  which  has  a  statute  determining  a  tax 
rate  according  to  the  rate  fixed  by  some  other  jurisdiction,  is  doing 
something  that  is  unconstitutional,  and  that  it  is  clearly  an  un- 
constitutional and  invalid  delegation  of  legislative  power.  It  is 
quite  another  thing  for  a  state  to  fix  a  rate  which  then  exists  in 
the  federal  law,  but  for  a  state  to  surrender  the  right  in  the  future 
to  fix  its  rate,  and  allow  it  to  be  fixed  by  somebody  else,  is  beyond 
the  power  of  that  state. 

Chairman  Long  :  Perhaps  now  we  should  go  back  to  what  we 
left  off  in  part  last  night,  because  Judge  Leser  spoke  of  the  bless- 
ings, and  there  being  an  expert  at  rendering  benedictions,  I  am 
going  to  depart  a  bit  and  ask  if  Mr.  Stauffer  or  somebody  else 
wants  now  to  start  a  discussion  of  the  social  security  program, 
which  may  interlock  with  this  that  we  are  now  discussing.  I  also 
suggest  that  we  do  not  lose  sight  of  the  fact  of  what  Mr.  Riley 
had  in  mind,  regarding  invasion  of  the  Federal  Government  in  this 
field.     Does  Dr.  Stauffer  desire  to  say  anything  on  that  at  this  time? 

Mr.  Ray  L.  Riley  (California)  :  I  should  just  like  to  ask  a 
question  of  anyone  who  may  be  informed  on  the  social  security 
program.  What  is  the  amount  of  agricultural  labor  in  the  federal 
Act  ?  Does  it  extend  to  the  packing  house  that  packs  fruit,  or  is 
it  confined  to  those  on  farms?  Does  it  go  to  milkers  and  those 
who  take  the  cream  to  the  creamery,  or  where  will  the  line  be 
drawn  ? 

Chairman  Long:  And,  Mr.  Riley,  before  you  sit  down,  what 
is  a  farm?     Would  somebody  like  to  answer  that  question? 

Mr.  Noel  Sargent  (New  York)  :  There  isn't  any  answer  to  it 
and  there  cannot  be  any,  because  the  Federal  Social  Security 
Board  hasn't  had  money  enough  to  get  itself  organized.  They 
haven't  yet  been  able  to  analyze  the  state  laws,  to  see  if  they  can 
comply  with  the  federal  standards  or  not.  There  is  no  meaning 
at  all  to  the  definitions  in  the  federal  law,  and  no  knowing  whether 
the  provisions  of  the  California  act,  or  any  other  act,  passed  thus 
far,  complies  with  the  federal  standards. 

Another  thing  is  as  to  the  investment  of  state  funds,  under  the 
state  social  security  acts  or  unemployment  compensation  acts,  with 
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the  federal  treasury.  In  the  first  place,  there  have  never  been  any 
decisions,  so  far  as  we  have  been  able  to  find,  with  reference  to 
the  power  of  the  state  government  to  loan  or  invest  its  funds  with 
the  Federal  Government,  but,  assuming  that  it  is  constitutional, 
there  are  other  important  questions  involved.  Under  the  working 
of  the  law  as  it  exists  at  the  present  time,  if  a  state  law  is  sub- 
sequently held  not  to  comply  with  the  federal  standards,  there  is 
no  expressed  obligation  resting  upon  the  Federal  Government  to 
return  any  of  the  funds  which  have  been  invested  with  it.  And 
if  the  state  government  voluntarily,  of  its  own  will,  decides  to 
withdraw  and  not  attempt  to  comply  any  longer  with  federal 
standards,  there  is  no  assurance  that  any  return  must  be  made 
to  the  state  treasury,  of  the  fund  invested  with  it.  Before  they 
accept  the  federal  law  and  attempt  to  draft  a  law  complying  with 
it,  they  should  ask  Congress  to  make  an  amendment  in  those  re- 
spects, so  that  if  the  state  decides  to  withdraw,  or  the  federal  Act 
is  held  unconstitutional,  there  would  then  be  a  chance  for  the  state 
to  recover  the  fund  which  has  been  invested  in  the  federal  treasury. 
There  is  also,  in  connection  with  the  unemployment  compensation 
law  of  Massachusetts,  another  provision  which  many  people  think 
is  extremely  advantageous  in  a  state  law,  and  that  is  that  if  the 
federal  law  is  declared  invalid,  the  state  law  automatically  goes 
out  of  existence,  unless  a  certain  number  of  other  states  listed 
in  the  act  have  adopted  acts  of  their  own,  voluntarily. 

Chairman  Long:  Thank  you.     Mr.  Riley? 

Mr.  Ray  L.  Riley  (California)  :  So  far  as  the  transfer  of  state 
funds  is  concerned,  that  will  be  answered  in  California,  because 
I  transfer  the  funds,  or  order  them  transferred,  and  they  are  not 
going  to  be  transferred.     That  part  of  it  will  be  taken  care  of. 

Chairman  Long  :  That  is,  you  transfer  funds  by  keeping  them 
in  your  pocket  ? 

Mr.  Riley:  Yes,  sir.  On  the  other  phase  of  it,  our  act  was,  of 
course,  patterned  after  the  federal  Act  as  it  existed  at  the  time 
our  legislature  was  in  session.  There  were  some  amendments  there- 
after. I  doubt  whether  it  expires,  if  the  federal  Act  should  be  de- 
clared unconstitutional,  because  there  was  no  saving  provision  of 
that  kind.  It  went  into  existence  at  the  time  the  federal  Act  was 
in  existence. 

Mr.  Noel  Sargent  (New  York)  :  The  North  Carolina  Act  is  a 
perfect  example  of  the  way  in  which  a  law  should  not  be  passed. 
It  is  contained  upon  a  half  page  and  simply  authorizes  the  gov- 
ernor to  appoint  a  commission  to  establish  an  act  conforming  with 
such  standards  as  any  federal  law,  subsequently  enacted,  may  provide. 

Chairman  Long:  The  people  of  North  Carolina  are  always 
anxious  to  have  an  anchor  to  the  windward  and  not  too  high  up. 
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Senator  Mastick  is  interested  in  the  social  side  and  I  wonder  if 
he  would  say  a  word  to  us  on  this.  Senator  Mastick,  have  you 
anything  you  would  like  to  say  in  respect  to  this? 

Mr.  Seabury  C.  Mastick  (New  York)  :  I  am  very  much  inter- 
ested in  listening  rather  than  in  talking.  I  am  interested  in  the 
social  security  end  of  it.  I  was  the  author  of  the  old  security  act 
in  New  York,  and  introduced  the  first  unemployment  insurance 
act,  modeled  after  the  Wisconsin  Act.  I  think  that  there  is  a  great 
danger,  in  transferring  our  funds  to  the  Federal  Government.  I 
think  we  are  quite  competent  to  manage  our  own  funds  in  New 
York. 

We  have  an  old  age  security  act  which  has  been  going  on  for 
four  years,  without  much  confusion,  costing  the  state  about 
$8,000,000  a  year ;  and  I  am  informed  by  the  secretary  of  the  Social 
Security  Commission  that  he  used  our  act  as  more  or  less  of  a  model 
for  a  portion  of  the  federal  security  act.  He  felt  that  our  law  was 
a  pretty  good  one  to  follow. 

I  really  haven't  very  much  to  contribute.  I  have  been  so  much 
interested  in  listening  that  I  have  not  gathered  together  any  ideas 
of  my  own.  I  have  tried  to  help  one  or  two  of  the  gentlemen  here 
who  inquired  into  the  workings  of  our  state  commission  on  the  re- 
organization of  local  government,  which  is  the  matter  I  have  been 
concerned  most  with,  for  the  last  four  or  five  years. 

Chairman  Long:  Thank  you  very  much,  Senator.  Is  there 
some  one  else  who  will  suggest  some  thoughts  to  us? 

Mr.  J.  W.  Oliver  (New  York)  :  I  just  have  a  question  to  ask. 
Mr.  Riley  has  asked  a  lot  of  question  and  I  should  like  to  ask 
him  a  question.  In  New  York  we  have  gotten  started  to  draft 
regulations  for  the  administration  of  the  unemployment  insurance 
act.  Mr.  Bowers,  the  administrator,  has  worked  pretty  closely  with 
a  group  of  business  men  there,  and  we  feel  that  we  are  going  to 
have  a  very  good  set  of  regulations.  They  will  be  about  as  simple 
as  they  can  be,  but  yet  will  not  be  very  simple.  What  we  are 
worried  about  is  if,  when  California  starts,  will  they  adopt  meas- 
ures of  their  own  and  lay  down  rules  altogether  different  from 
those  of  New  York,  so  that  we  shall  repeat  what  we  have  gone 
through,  with  the  administration  of  franchise  and  income  tax  laws? 

Chairman  Long:  Mr.  Riley  of  California  is  asked  a  very  simple 
question. 

Mr.  Ray  L.  Riley  (California)  :  Inasmuch  as  the  act  of  Cali- 
fornia will  be  administered  by  a  board  of  five,  at  a  salary  of  $1200 
each,  the  probabilities  are  that  the  major  part  of  the  rules  and 
regulations  will  be  put  into  effect  by  an  executive  officer;  and  if 
I  can  have  his  ear,  the  probabilities  are  that  we  shall  get  together 
16 
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with  the  various  states  that  have  social  security  legislation  and 
endeavor,  if  we  can,  to  have  rules  that  will  work,  one  with  an- 
other. I  think  it  is  a  very  salutary  thing.  One  never  knows,  how- 
ever, in  the  political  field,  just  where  we  are  going,  who  the 
executive  officer  may  be. 

Chairman"  Loxg  :  That  is  a  good  way  to  answer  the  question. 
Has  Mr.  Newton  of  Michigan  something  to  say  on  this? 

Is  there  anyone  else  who  would  like  to  say  something  on  this 
subject?  It  is  a  very  interesting  one;  it  is  one  that  is  going  to  en- 
gage your  attention  for  some  time ;  one  that  is  going  to  cause  you 
a  lot  of  trouble;  and  if  you  still  have  a  sense  of  humor  left,  it  is 
one  that  is  going  to  cause  you  a  lot  of  amusement. 

Mr.  Philip  Zoercher  (Indiana)  :  I  think  Mr.  Maxwell  ought 
to  answer  that  charge  against  North  Carolina. 

Chairmax  Loxg:  I  thought  it  was  a  compliment  to  North  Caro- 
lina; however,  Mr.  Maxwell  can  answer. 

Mr.  A.  J.  Maxwell  (North  Carolina)  :  I  don't  know  of  any 
better  answer  that  I  could  make  than  the  one  the  President  has 
been  kind  enough  to  make  for  me. 

Chairmax  Loxg  :  Does  anybody  else  want  to  speak  from  the 
industrial  point  of  view,  other  than  Mr.  Oliver,  who  asked  a  ques- 
tion ?  Mr.  Lamb,  do  you  want  to  say  anything  in  respect  to  this 
particular  subject? 

Mr.  Carl  S.  Lamb  (Pennsylvania)  :  I  don't  know  enough  about 
the  subject  to  say  anything. 

Chairmax  Loxg  :  That  is  the  reason  we  can  all  talk  about  it. 
We  should  like  to  have  an  open  discussion,  because  it  was  hoped 
that  this  particular  subject  would  be  given  some  little  airing  at 
this  session. 

Mr.  J.  W.  Oliver  (New  York;  :  May  I  ask  another  question. 
I  should  like  to  ask  Mr.  Long  a  question. 

Chairman  Loxg:  I  shall  be  very  glad  to  answer  it,  as  evasively 
as  possible. 

Mr.  J.  W.  Oliver  (New  York)  :  We  have  had  a  rather  sad  ex- 
perience with  business  taxation,  due  to  the  lack  of  uniformity  in 
all  the  states.  That  has  been  brought  out  here  this  morning. 
Isn't  it  appropriate  that  this  association  should  adopt  some  meas- 
ure to  suggest  a  model  form  for  all  the  states  to  follow,  in  con- 
nection with  rules  and  regulations? 

Chairman  Loxg:  Mr.  Oliver  offers  a  resolution,  which  under 
the  rules  is  referred  to  the  Resolutions  Committee. 
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Mr.  J.  W.  Oliver  (New  York)  :  I  will  ask  the  president  to  draft 
the  resolution  in  his  own  phraseology. 

Chairman  Long:  That  has  already  been  mentally  drafted,  and 
the  committee  on  resolutions,  of  which  Governor  Bliss  is  chairman, 
will  please  take  note  that  a  resolution  has  been  offered  that  this 
association  consider  the  advisability  of  having  uniform  rules  and 
regulations  in  the  social  security  program  in  respect  to  the  federal 
and  state  relationships  in  the  administration  of  the  act. 

Have  we  some  other  suggestions?  Now  is  a  good  time,  because 
we  have  a  few  minutes,  and  we  really  should  like  to  have  the  full 
benefit  of  these  conferences.  Perhaps  you  do  not  all  sense  it, 
because  you  have  likely  become  quite  friendly  with  each  other,  but 
you  have  here  the  major  portion  of  the  states  of  the  Union,  and 
this  must  be  a  very  substantial  cross-section  of  the  nation ;  and 
if  there  ever  was  an  opportunity  for  you  to  get  what  may  be,  by 
way  of  benefit  to  you,  in  connection  with  this  subject  which  is  prob- 
ably going  to  be  the  greatest  problem  of  this  generation,  you  have 
an  opportunity  now.  I  am  purposely  not  calling  on  those  who  are 
on  the  program.  There  are  three  people  who  I  can  see,  by  the 
glint  of  their  eyes,  are  anxious  to  get  on  their  feet,  but  inasmuch  as 
they  are  on  the  program  I  am  not  going  to  call  on  them  or  even 
allow  them  to  discuss  it. 

Are  there  some  others  who  would  like  to  discuss  this?  Mr. 
Cushing,  would  you  like  to  say  something  from  the  Chicago  point 
of  view  ? 

Mr.  Royal  B.  Cushing  (Illinois)  :  I  have  nothing  to  offer  on  that. 

Chairman  Long  :  I  never  saw  so  many  timid  people  in  a  con- 
ference before.  It  is  true  that  this  thing  is  full  of  dynamite,  it  is 
true  that  it  has  been  very  hastily  hatched,  but  at  the  same  time,  it 
is  there  and  we  have  to  handle  it.  Can't  we  have  something  on  it, 
even  if  it  is  no  more  than  a  question? 

Mr.  Philip  Zoercher  (Indiana)  I  move  we  adjourn. 

Chairman  Long  :  We  have  an  announcement  to  make  and  Mr. 
Zoercher  is  always  very  prompt.  I  do  want  to  be  sure  there  is 
nothing  left  undone.  Don't  be  frightened,  because  no  one  of  us 
knows  anything  about  it,  so  you  can  ask  any  kind  of  question  you 
want  or  make  any  kind  of  statement  you  want. 

The  secretary  wishes  to  make  an  announcement,  and  in  the  mean- 
time I  shall  look  the  group  over  and  see  if  I  can  think  of  anybody 
else  to  ask  to  say  anything. 

Secretary  Query:  All  of  the  delegates  who  have  not  called  for 
their  railroad  certificates,  I  ask  that  you  call  for  them.  I  should 
like  to  give  the  young  ladies  a  holiday  this  afternoon.  The  rail- 
road people  insist  that  you  make  your  reservations  out  of  here  at 
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this  time,  so  that  they  may  have  the  necessary  equipment  on  hand 
to  take  you  away.  If  that  is  not  done,  somebody  will  be  riding 
on  the  bumpers  or  the  rods. 

Chairman  Long:  Is  there  any  discussion  or  suggestion,  or  due- 
anyone  want  to  speak  for  Los  Angeles  ? 

If  not,  there  is  to  be  in  this  room,  immediately  after  this  session, 
a  meeting  of  the  resolutions  committee,  with  Governor  Bliss  as 
chairman. 

Now,  if  there  are  any  states  which  have  not  yet  named  their 
representatives  on  the  resolutions  committee,  we  should  be  very 
glad  to  have  them  now.  Otherwise  Senator  Hicks  of  Illinois 
moves  that  we  adjourn  until  two-thirty  this  afternoon.  We  need 
you  here  at  two-thirty.     It  is  going  to  be  a  good  session. 

The  resolutions  committee  will  meet  immediately  after  this  session 
of  the  conference  is  closed.  Kindly  return  at  two-thirty  this 
afternoon. 

(Adjournment. ) 


SIXTH   SESSION 
Wednesday  Afternoon,  October  16,  1935 

Chairman  Henry  F.  Long,  presiding-. 

Chairman  Long:  Is  Mr.  Zoercher  in  the  room?  The  session  is 
called  at  two-thirty,  as  provided  by  the  program,  but,  as  was  true 
this  morning,  we  shall  recess  for  a  moment,  until  more  come  into  the 
hall.  The  sargeant-at-arms  arrangement  which  was  supposed  to 
have  been  effected  thoroughly  with  Mr.  Zoercher  doesn't  seem  to  work 
very  well.  He  doesn't  seem  to  get  them  all  in  here  This  after- 
noon, as  you  know,  there  is  to  be  a  ride  about  the  city,  that  ought  to 
get  through  about  a  quarter  of  five. 

It  seems  to  me  that  we  have  a  sufficient  number  to  start.  The 
recess  being  over,  we  shall  follow  the  program  and  start  with  prop- 
erty tax  enforcement,  which  is  all  important  to  every  state  in  the 
Union.  The  collection  of  delinquency,  with  special  reference  to  real 
estate,  to  be  discussed  at  this  session,  will  be  somewhat  in  the  form 
of  a  round  table,  and  Professor  Fairchild,  of  Yale,  chairman  of  the 
committee  on  tax  delinquency,  has  consented  to  preside  at  this  session 
and  to  direct  its  movements.  I  therefore  ask  that  Professor  Fair- 
child  take  charge  of  the  meeting — Professor  Fairchild. 

Dr.  Fred  R.  Fairchild,  presiding. 

Chairman  Fairchild:  Mr.  President,  I  should  like  to  repeat  the 
president's  invitation  to  those  of  you  in  the  back  of  the  room  to  come 
forward.  In  my  attendance  upon  these  conferences,  I  have  noticed 
that  the  group  divides  itself  into  two  rather  distinct  groups.  There 
is,  first,  the  rough  and  pushing  crowd,  which  scrambles  up  here  and 
grabs  the  seats  at  the  beginning,  and  among  them  I  count  most  of 
my  good  old  friends.  I  always  expect  to  find  them  up  in  the  front 
row.  Then,  second,  there  is  the  timid  group,  which  seem  to  think 
that  some  danger  threatens  those  who  take  the  front  rows,  and  who 
linger  far  in  the  rear.  I  wish  that  those  two  groups  could  get  ac- 
quainted with  each  other  this  afternoon,  particularly  as  I  am  hoping 
that  this  session  today  will  partake  more  of  the  nature  of  a  real 
informal  discussion  than  the  crowded  program  has  permitted  up  to 
this  time.  So,  I  wish  that  some  of  you  back  there  in  the  room 
would  come  up  and  occupy  these  equally  comfortable  seats  in  front. 

This  session  is  going  to  go  down  in  the  annals  of  the  National 
Tax  Association  as  unique  in  one  respect.  It  is  to  be  the  only 
session  of  the  1935  conference,  at  which  the  twenty  minute  rule  i> 
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to  be  enforced.  I  have  arranged  with  Mr.  Woodworth  that  his 
remarks  are  to  be  strictly  limited  to  twenty  minutes,  and  that  no 
motion  to  extend  the  time  will  be  entertained  by  the  chair.  As  a 
softening  of  that  cruel  view,  Mr.  Woodworth  is  well  aware  that  in 
the  course  of  the  discussion  that  follows  he  will  probably  have  a 
better  chance  than  anybody  else,  to  get  in  some  ten  minute  talks 
of  his  own.  My  own  part  this  afternoon,  you  will  be  happy  to 
learn,  is  extremely  slight.  Besides  the  duties  of  presiding  officer, 
which  I  undertook  to  assume  to  the  best  of  my  ability,  as  the  presi- 
dent so  fittingly  said,  I  only  wish  to  report  briefly  the  progress  or 
lack  of  progress  of  the  Committee  on  Tax  Delinquency.  These  re- 
marks of  mine  are  subject  also  to  the  twenty  minute  rule. 

As  you  will  recall,  this  committee  made  its  first  report  in  1932, 
at  which  time  we  presented  a  rather  lengthy  investigation  of  this 
subject,  but  one  that  was  distinctly  preliminary.  The  subject  was 
so  big,  and  our  time  and  our  resources  were  so  inadequate,  that  we 
could  not  pretend  to  make  anything  more  than  a  preliminary  report. 

Now,  like  so  many  preliminary  reports,  of  which  the  report  of  the 
Committee  on  Model  Tax  Plan  is  perhaps  the  outstanding  example, 
this  preliminary  report  is  still,  to  date,  the  final  report,  and  I  am  not 
in  a  position  today  to  present  anything  further  in  the  nature  of  a 
report  from  this  committee.  Our  excuse  for  thus  postponing  our 
complete  report  is,  first,  so  much  is  going  on  in  the  field  of  tax 
delinquency  that  the  committee  is  aware  that  any  report  it  handed 
to  you  now  under  the  title  of  "  final  "  would  be  out  of  date,  before 
another  year  had  passed.  We  have  been  deluding  ourselves  with 
the  continual  hope  that  things  might  settle  down  to  the  point  where 
we  could  make  some  sort  of  definite  study  and  conclusions.  The 
second  reason  is  that  the  committee  lacks  financial  resources  to 
employ  assistants  or  to  pay  traveling  expense  of  members  to  attend 
meetings ;  and  frankly,  I  may  tell  you  that  I  do  not  see  how  a  com- 
mittee charged  with  a  function  such  as  this  can  really  operate  and 
produce  the  results  that  you  are  entitled  to  expect,  without  some  sort 
of  assistance  of  that  kind.  It  may  be  that  you  will  wish  to  dissolve 
this  committee,  as  having  proved  its  uselessness.  If  so,  I  think  the 
committee  will  have  no  objection.  Should  you  care  to  continue  it, 
I  make  no  promises  as  to  what  we  may  be  able  to  accomplish  in  the 
next  year. 

On  one  point  I  am  very  sure  that  there  will  have  to  be  an  ex- 
ception to  the  twenty  minute  rule,  and  that  will  be  the  speech  of 
the  chairman  introducing  Mr.  Woodworth. 

You  will  recall  that  a  year  ago  I  occupied  this  same  position  at 
the  Boston  meeting,  and  Mr.  Woodworth  was  in  his  corresponding 
position. 

Mr.  Woodworth,  as  you  know,  has  been  so  involved  in  the  alpha- 
betical administrative  agencies  of  the  Federal  Government,  that  an 
introduction  which  would  include  a  biographical  sketch  of  his  recent 
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proceedings  is  well  nigh  an  impossible  task.  I  must  have  gotten 
away  with  it  in  some  way  last  year  in  Boston,  I  forget  just  how, 
but  to  bring  his  record  up  to  date  involves  such  a  story  that  it  may 
be  that  I  shall  need  more  than  twenty  minutes  to  perform  the  task. 

Let  me  remind  you  that  Mr.  Woodworth  was  first  well  known 
to  all  of  us,  in  connection  with  his  association  with  the  Detroit 
Bureau  of  Municipal  Research.  Since  then  he  has  been  connected 
with  the  United  States  Census,  which  has  been  making  a  study  of 
urban  tax  delinquency.  That  led  him  into  the  C.  W.  A.  I  had  a 
few  moments  talk  with  Mr.  Woodworth  just  before  this  meeting, 
and  I  asked  him  what  the  C.  W.  A.  was.  He  could  not  think  what 
it  was  at  once,  and  as  my  time  was  short,  I  could  not  wait  for  his 
answer,  so  you  take  it  for  what  it  is.  I  suppose  the  "  A  "  must 
stand  for  administration ;  and  perhaps  we  can  grant  the  benefit  of 
the  doubt  and  assume  that  the  "  W  "  stands  for  work  or  workers,  or 
something  of  that  nature.  I  don't  know  what  the  "  C  "  stands  for. 
Then  he  went  to  the  F.  E.  R.  A.  Some  of  us  engaged  in  the  study 
of  state  contributions  for  relief  know  what  that  stands  for.  That 
led  him  into  another  study  of  federal  contributions  for  school  relief ; 
and  then  he  got  into  the  P.  W.  A.  or  W.  P.  A.  or  something  of 
that  sort,  which  is  employing  him  as  consultant  in  municipal  services. 

Xow,  in  all  this  varied  career,  Mr.  Woodworth  has  been  up 
against  tax  delinquency,  constantly  and  continuously.  All  his  pro- 
jects have  led  him  into  that  problem.  So,  the  subject  of  this  session 
"  Property  Tax  Enforcement :  Collection,  Delinquency,  with  Special 
Reference  to  Real  Estate,"  is  one  which  could  not  possibly  be  put 
in  better  hands  than  Mr.  Woodworth's.  Mr.  Woodworth  asked  me 
to  tell  you  that  his  contribution  will  be  of  a  very  informal  nature, 
which  suits  me,  as  it  will  strike  the  keynote  for  what  I  hope  will 
be  a  very  informal  discussion  this  afternoon.  With  this  wholly 
inadequate  and  rambling  introduction,  it  is  now  a  great  pleasure  for 
me  to  call  upon  Mr.  Woodworth,  who  is  well  known  to  you  all,  to 
open  the  discussion  of  this  important  subject.     Mr.  Woodworth. 

Leo  Day  Woodworth  (Federal  Works  Progress  Administra- 
tion) :  Well,  gentlemen,  this  is  some  introduction.  It  makes  me  feel 
a  good  deal  like  a  chameleon.  The  changes  that  have  been  going 
on  in  Washington  for  a  couple  of  years,  of  course,  have  been  rather 
mysterious,  but  most  of  us  are  especially  mysterious  in  Washington, 
and  every  time  I  get  away  from  there  I  find  that  our  work  is  mys- 
terious to  the  country  at  large,  especially  our  tax  studies  that  were 
started  under  the  Civil  Works  Administration  in  1933.  But,  coming 
down  to  brass  tacks,  I  don't  know  how  much  tax  delinquency  will 
be  covered  in  my  speech.  I  am  sure  I  don't  know  where  the  speech 
is  going  to  end;  I  hardly  know  where  it  is  going  to  begin.  We  are 
dealing  with  some  old  problems  that  you  have  been  discussing  in 
the  national  tax  conferences  for  a  score  of  years.  I  am  inclined  to 
attempt  to  touch  on  local  finance  problems  during  the  last  two  years. 
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I  hope  that  you  will  hear  with  me  for  considering  the  matter  in 
rather  a  broad  way.  My  primary  interest  perhaps  is  in  the  property 
tax. 

I  might  say  that  I  was  interested  some  years  ago  with  Senator 
Saxe,  as  some  of  the  others  know,  in  the  movement  that  led  to  the 
enactment  of  the  original  New  York  income  tax,  as  relief  for  real 
estate.  Well,  we  had  both  the  real  estate  tax  and  the  income  tax 
when  we  go  through.  So  it  has  gone.  We  have  had  taxes  and 
taxes. 

I  am  going  to  try  to  look  at  this  thing  more  as  a  question  of 
taxation,  not  taxes.  Let  us  try  to  look  at  the  forest  instead  of  the 
trees,  for  reasons  that  will  appear  later  in  my  brief,  rambling  talk. 
We  have  a  great  opportunity  to  consider  taxation  more  than  taxes, 
at  the  present  time,  because  the  funds  are  available.  I  don't  know 
whether  they  will  be  available  for  such  a  study  as  Dr.  Fairchild 
would  like  to  make,  because  that  is  something  else  again.  We  col- 
lected an  enormous  mass  of  information.  We  sorted  it  under  the 
tax  delinquency  project,  in  the  Bureau  of  the  Census,  under  C.  W. 
A.,  and  it  has  been  continued  in  various  ways. 

There  are  many  unknown  things  in  this  tax  problem.  Reading 
the  newspaper  on  the  train  this  morning  about  your  sessions  yester- 
day, it  appeared  to  me  that  one  thing  was  being  lost  sight  of.  In 
one  speech,  it  was  stated  that  some  $3,000,000  was  paid  by  a  certain 
number  of  farmers  in  Arkansas,  and  certain  corporations  paid 
$86,000,  or  something  like  that.  But,  that  is  not  the  whole  picture. 
There  is  a  tax  paid  on  the  income  of  corporations  through  many 
channels ;  and  we  have  not  brought  together  the  whole  picture,  so 
that  we  know  who  pays  what  taxes,  all  told. 

The  distribution  of  the  individual  taxes  is  what  we  have  dealt 
with,  usually.  In  other  words,  we  have  had  different  groups  inter- 
ested in  different  taxes,  the  shifting  of  taxes,  and  all  the  various 
exemption  projects  that  go  on.  Every  group  wants  to  get  out  of 
its  burden  and  put  it  on  somebody  else. 

In  one  state  we  have  the  picture  at  the  present  time  of  a  very  large 
decrease  in  property  taxes,  under  the  homestead  and  other  projects 
going  on  in  that  state.  At  the  same  time  they  do  not  care  for  a 
sales  tax.  I  do  not  know  where  they  are  going  to  get  the  money 
with  which  to  run  the  government,  because  they  want  neither  the 
property  tax  nor  an  out  and  out  consumption  tax.  Perhaps  they 
can  levy  gas  taxes,  but  I  have  my  doubts. 

At  the  present  time  Dr.  Upson  and  I  are  consultants  on  muni- 
cipal services,  the  study  of  which  we  hope  to  stimulate,  through  the 
Works  Progress  Administration. 

The  huge  sum  of  $300,000,000  was  tentatively  allotted  for  white- 
collar  projects,  under  the  present  form  of  the  relief  program  in 
Washington.  Much  of  that  is  going  into  large  projects,  to  give 
employment  to  people  formerly  connected  with  the  theatre,  the  drama. 
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writing  and  such.  A  group  of  students,  mostly  political  scientists, 
thought  that  special  attention  should  be  given  to  problems  in  gov- 
ernmental administration,  state  and  local ;  and  for  that  purpose  the 
professional  and  service  section  of  the  Works  Progress  Adminis- 
tration set  up  this  special  division,  of  which  Dr.  Upson  and  I  are 
consultants.  We  shall  probably  do  more  or  less  along  the  line  of 
administration,  if  there  seems  to  be  a  necessity.  At  the  present 
time  we  are  interested  in  several  score  of  state  wide  and  local  pro- 
jects that  involve  a  study  of  tax  assessment,  for  instance,  collect- 
ing material  for  tax  assessors  that  they  never  have  had  before. 
Michigan,  for  instance,  has  a  project  in  rural  assessments,  which 
will  cover  the  rural  areas  of  that  state.  On  Monday  we  had  a  con- 
ference with  representatives  from  Texas.  It  appears  that  there  is 
estimated  to  be  50,000,000  acres  of  land  in  Texas  that  have  never 
at  any  time  appeared  on  the  tax  books.  They  estimate  that  a  matter 
of  $5,000,000  or  $6,000,000  of  revenue  can  be  collected  from  that 
property  if  it  is  put  on  the  books.  I  will  elaborate  a  little  about 
that,  because  it  indicates  some  of  the  problems  we  are  up  against. 

You  who  have  had  any  contact  with  applications  for  these  projects 
know  that  they  are  very  particular  in  Washington  to  ask  whether 
the  money  is  to  be  used  for  a  normal  function  of  government  and 
whether  in  the  particular  project,  an  attempt  is  being  made  to  shift 
the  normal  expenditures  of  government  to  the  federal  relief  appro- 
priation, which  is  not  to  be  tolerated.  That  question  came  up  in 
this  Texas  application  and  it  was  referred  to  me. 

It  is  a  normal  function  of  government,  of  course,  to  pay  for  the 
expense  of  finding  50,000,000  acres  of  land  that  may  turn  in  $5,- 
000,000  of  annual  revenue,  but  you  who  are  familiar  with  the  tax 
administration  system  in  Texas  know  that  that  money  would  never 
be  forthcoming.  The  counties  would  not  find  those  acres,  and  the 
state  would  not  appropriate  the  money.  So,  we  ruled  that  it  was 
not  a  normal  function  of  government,  technically.  The  project  will 
be  put  through,  subject  to  the  forms  and  schedules  being  satisfactory, 
and  if  the  required  type  of  labor  is  available  from  relief  rolls. 

Yesterday  afternoon  I  stopped  in  St.  Louis,  where  they  have  had 
two  projects  in  tax  assessment  work.  They  have  a  kind  of  mapping 
system,  but  nothing  like  a  scientific,  modern  tax  assessment,  and 
never  have  had.  Competent  supervision  is  an  absolute  condition  to 
carrying  out  these  projects;  gentlemen,  after  they  are  put  in.  We 
have  to  be  assured  of  competent  supervision,  local  or  state-wide,  or 
however  set  up.  And  we  are  going  to  follow  it  right  through  in 
operation.  We  shall  have  a  field  organization  to  check  on  the 
operation  of  these  tax  assessment  projects,  and  see  that  they  do  not 
run  off  the  track.  We  had  an  experience  in  one  important  city 
last  year.  We  approved  a  project  for,  I  think,  tax  assessment, 
which  ended  up  as  an  industrial  survey.  Things  like  that  will  not 
be  tolerated  any  longer. 
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In  St.  Louis  they  have  about  completed  a  second  project  with 
F.  E.  R.  A.  money,  at  a  total  cost  of  some  $700,000,  in  the  city  alone ; 
and  they  now  have  an  application  for  something  like  $125,000  or 
$130,000  more  for  an  additional  study.  It  is  not  for  completing 
the  old.  That  was  fairly  complete.  But,  they  could  not  carry  out  a 
study  which  was  centered  principally  on  the  larger  buildings  of  the 
city  into  the  other  areas.  They  found  just  as  much  in  that  one 
city  of  St.  Louis  as  Texas  expects  to  find  in  their  proposition  to 
cover  two  hundred  and  fifty-four  counties.  Apartment  houses  in 
St.  Louis  had  simply  been  dropped  from  the  assessment  roll.  They 
could  not  have  been  worse  off.  Some  assessments  had  been  running 
along  that  were  originally  made  in  1908.  Other  buildings,  erected 
during  the  boom  period,  were  assessed  at  about  the  same  values 
as  those  of  1908.  I  cannot  give  you  the  whole  story.  They  have  a 
very  elaborate  set  of  charts,  and  they  are  really  getting  amazing 
results  on  what  can  happen  in  local  assessments.  The  finest  apart- 
ment house  in  that  city  was  assessed  this  year  for  $1,300,000  more 
than  it  had  been  assessed  previously,  and  the  owner  consented  to 
the  new  assessment.  That  big  apartment  house  had  been  assessed 
for  less  than  an  old  brick  apartment  house  directly  next  to  it,  and 
I  imagine  that  the  cubic  space  in  that  old  building  was  probably  one- 
third  of  what  the  new  building  was.  Discrepancies  in  assessments 
ran  right  down  through  the  whole  list.  They  existed  in  the  enu- 
meration of  other  buildings  also.  Now  they  are  going  into  the  resi- 
dential areas  which  they  had  not  covered  before. 

Those  are  some  of  the  possibilities  in  connection  with  real  estate 
assessment. 

Other  projects  are  income  taxes,  sales  taxes  and  all  these  other 
things  in  which  you  are  interested,  and  I  just  want  to  say,  that 
with  the  difficulties  which  we  have  been  having  for  the  last  three 
months,  I  am  anticipating  plenty  of  questioning  on  this. 

In  Air.  Leland's  state  of  Illinois  a  state  wide  project  was  put  in 
on  July  17th.  When  I  happened  into  his  office  in  September  and 
was  told  about  it,  it  was  entirely  new  to  me.  I  had  not  heard  of  it. 
When  I  got  back  to  Washington  I  could  not  find  the  project  down 
there.  I  think  it  has  probably  been  put  through  by  this  time,  subject 
to  certain  schedules  being  prepared. 

I  want  to  assure  you  gentlemen  that  these  projects  are  going  to 
be  taken  care  of.  We  are  interested  in  them.  We  did  hope  for  a 
national  project  in  state  and  local  finance.  I  will  say  that  it  is 
still  possible  to  get  that  project  through,  if  we  can  ever  get  it  set  up. 

The  September  12th  deadline  has  annoyed  a  lot  of  people.  It  has 
annoyed  us  just  as  much  as  anybody.  We  had  a  terrible  time  in 
Washington.  A  large  number  of  projects  were  turned  in  there, 
without  any  consideration  whatever ;  no  attempt  to  define  them 
even.  The  net  result  is  that  today,  without  going  into  detail  too 
much,  there  is  a  rough  idea  of  about  how  much  of  the  relief  fund 
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is  to  be  spent  in  each  state.  I  don't  know  what  the  figures  are, 
correctly,  but  it  is  a  general  distribution  in  proportion  to  relief 
allotted,  etc.  All  projects  coming  in  are  those  that  have  been  ap- 
proved by  the  state  administrator,  invariably.  The  burden  of  say- 
ing what  projects  shall  be  undertaken  is  also  with  the  state  admin- 
istrator. But  your  projects  in  taxation  stand  just  as  good  a  chance 
as  any  others,  providing  the  state  administrator  is  with  you.  Most 
states  have  had  two  or  three  times  more  projects  approved,  than 
they  were  going  to  have  money  for.  That  means  that  the  admin- 
istrator must  select  the  projects  that  will  be  placed  in  opera- 
tion. Many  of  the  projects  in  the  white  collared  class  are  merely 
projects  for  extra  clerical  assistance  in  state  and  local  offices,  to 
give  the  county  school  commissioner  an  extra  clerk,  or  something 
like  that.     Those  projects  have  been  scrutinized  very  carefully. 

Notwithstanding  that  the  state  administrator  has  the  selection  of 
projects,  every  project  in  a  statistical  line,  which  includes  about 
everything  in  the  field  of  administration,  is  subject  to  approval  in 
Washington,  for  statistical  value,  if  it  is  statistical,  or  for  operat- 
ing value,  if  it  is  in  the  administrative  field,  but  outside  of  the  statis- 
tical. And  the  Washington  control  extends  to  the  point  that  when 
the  project  runs  off  the  track,  or  if  the  administration  fails,  or  if 
the  local  sponsor  fails  in  his  contribution  of  supervision,  materials 
and  so  on,  it  can  be  stopped  instantly,  on  our  order.  So,  some  pro- 
jects are  never  going  to  be  placed  in  operation,  even  though  they 
have  been  approved  by  Washington.  Other  projects  that  may  be 
placed  in  operation  are  going  to  be  stopped.  It  is  to  be  presumed 
that  there  will  be  funds  made  available  from  those  two  sources, 
within  the  set  limitations,  whereby  you  can  put  in  some  first  class 
real  estate  and  other  tax  problems. 

Now  understand,  the  Government  is  interested  primarily  in  em- 
ployment and  not  in  studies.  Many  projects  come  in  which  sound 
fine,  academically,  but  they  do  not  furnish  employment,  other  than 
for  a  few  experts  to  handle  the  research  and  study.  That  we  cannot 
go  into.  Mr.  Skinner  of  the  Cincinnati  Bureau  of  Municipal  Re- 
search said  the  other  day  that  he  is  doing  his  utmost  along  these 
lines.  Mr.  Skinner  probably  has  one  hundred  and  fifty  different 
projects  operating  under  sponsor,  by  various  city,  county  and  gov- 
ernmental agencies,  that  he  is  supervising,  through  the  Cincinnati 
Bureau  of  Municipal  Research.  He  has  not  finished  those  studies 
but  he  has  collected  an  enormous  amount  of  information  that  would 
never  have  been  made  available,  except  for  this  rare  opportunity. 
He  can  go  around  with  a  very  small  amount  of  money  and  do  those 
things,  and  as  results  are  reached,  he  can  go  ahead  and  make  the 
technical  studies  that  the  Professor  has  referred  to,  such  as  the 
figures  compiled  last  year. 

I  have  tried  to  indicate  some  of  the  things  that  are  most  embar- 
rassing, but  my  work  at  the  present  time  is  to  help  you  who  haven't 
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any  projects  in,  if  your  state  tax  commission  or  tax  assessor  has 
something  that  he  is  more  or  less  interested  in  along  that  line. 

Chairman  Fairchild:  When  I  promised  you  that  the  leading 
paper  would  be  limited  to  twenty  minutes,  I  did  not  anticipate  the 
embarrassment  of  a  paper  concluding  in  less  than  twenty  minutes. 
That  is  wholly  unheard  of  in  our  annals.  I  am  sure  you  will  take 
advantage  of  Mr.  Woodworth's  willingness  to  answer  your  ques- 
tions as  the  discussion  proceeds.  Mr.  President,  I  understand  that 
we  now  have  the  informal  round  table  discussion  of  this  topic,  before 
we  proceed  to  the  other  papers  on  the  program. 

President  Long  :  It  seems  to  me  it  would  be  desirable  to  do  that. 

Chairman  Fairchild:  I  think  it  would.  I  think  you  will  all  be 
encouraged  and  pleased  with  the  presentation  which  Mr.  Woodworth 
has  given  you,  with  respect  to  the  nature  and  the  direction  being 
taken  by  these  projects,  which  are  frankly  and  primarily  for  the 
purpose  of  employment,  but  which,  as  they  are  being  guided,  bid 
fair  to  serve  a  very  definite  and  useful  purpose,  in  bringing  assist- 
ance to  the  administration  of  state  and  local  taxation,  in  furnishing 
information  which  will  be  most  helpful  to  our  administrators. 

In  the  discussion  which  is  now  to  follow,  I  am  disposed  to  suggest 
that  we  rather  make  the  property  tax  the  central  theme.  That  is 
not  departing  at  all  from  the  topic  which  Mr.  Woodworth  has  so 
ably  introduced. 

We  have  been  hearing  alarm  voiced  at  this  conference,  from  time 
to  time,  at  the  prospect  of  attack  upon  the  independence  and  sove- 
reign position  of  the  states,  coming  from  the  Federal  Government. 
Reference  has  been  made  to  the  encroachment  of  the  Federal  Gov- 
ernment in  the  field  of  inheritance  taxation,  of  certain  forms  of 
excise  taxation,  taxation  of  corporations,  and  in  various  other  ways, 
and  attention  has  been  called  to  the  serious  financial  difficulties  in 
which  the  states  may  soon  find  themselves  as  a  consequence.  Other 
speakers  have  ably  commented  upon  these  lines  of  attack.  No  men- 
tion has  been  made  of  the  property  tax,  for  the  obvious  reason  that 
the  property  tax  is  one  tax  over  which  the  power  and  authority  and 
control  of  the  state  is  supreme. 

The  Federal  Constitution  requires  that  any  direct  tax  imposed  by 
the  federal  Congress  shall  be  apportioned  among  the  states  accord- 
ing to  their  population.  There  has  never  been  the  slightest  question 
that  the  property  tax  is  a  direct  tax,  and  the  attempt  to  impose  such 
a  tax  according  to  the  constitutional  rule  would  result  in  such  gro- 
tesque inequality  and  injustice  that  it  is  safe  to  say  the  constitutional 
rule  for  all  practical  purposes,  is  a  prohibition  to  the  use  of  the 
property  tax  by  the  Federal  Government.  That  tax  then  belongs 
to  the  states ;  and  yet  I  am  disposed  to  think  that  at  no  point  is  the 
threat  to  the  financial  well  being  of  the  states  more  insidious,  if  not 
more    immediately    threatened,    than    in    the    dangers    which    now 
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threaten  the  property  tax;  and  it  is  not  up  to  anyone  who  seeks  to 
defend  the  rights  of  the  states,  to  charge  the  Federal  Government 
with  any  guilt  there.  If  the  property  tax  loses  its  strength,  its 
vitality,  it  will  he  the  fault  of  the  states  themselves  and  not  of  any 
outside  jurisdiction. 

It  has  been  rather  popular  at  this  session  to  say  hard  things  about 
the  property  tax.  There  is  nothing  new  about  that.  We  tax 
students  of  the  semi-academic  sort  have  always,  from  the  time  of 
Seligman  down,  taken  a  good  deal  of  pleasure  in  knocking  the  prop- 
erty tax.  Seligman  used  to  say  it  is  the  worst  tax  in  the  history  of 
the  world,  and  a  good  many  of  us  followed  that  line.  In  spite  of 
that,  the  property  tax  has  gone  on.  It  has  functioned,  it  has  served 
our  states  and  local  governments,  and  I  think  that  in  the  last  few 
years  a  good  many  of  us  have  been  inclined  to  revise  somewhat  our 
unkind  notions  of  the  property  tax,  especially  in  comparison  with 
the  income  tax.  After  all,  the  one  primary  test  of  a  revenue  instru- 
ment is  that  it  produce  revenue,  as  someone  has  already  said  at 
this  conference. 

In  1927  the  property  tax  produced  about  forty-seven  per  cent,  I 
believe,  of  the  total  tax  revenue  of  the  United  States,  all  grades  of 
government.  It  produced  more  tax  revenue  than  any  tax  of  the 
Federal  Government,  more  revenue  than  all  the  revenues  of  the 
Federal  Government  combined. 

In  1932  the  property  tax  produced  fifty-three  per  cent  of  the  tax 
revenue  of  the  United  States,  all  grades  of  government.  In  other 
words,  in  this  period  of  depression,  the  property  tax,  in  spite  of 
delinquency  and  failure  to  collect,  defaults  and  disasters,  has  gone 
on,  has  stood  the  gaff,  has  contributed  a  greater  proportion  of  total 
tax  revenue  than  it  did  before.  And,  of  course,  what  makes  this 
the  case,  has  been  the  extraordinary — breakdown  perhaps  is  too 
strong  a  word,  but  decline,  let  us  say,  of  revenue  from  the  income 
tax. 

The  property  tax  is  the  greatest  tax  engine  that  American  history 
has  devised.  It  is  the  exclusive  property  of  the  states.  No  govern- 
ment can  be  strong,  can  in  fact  exist,  unless  it  is  strong  financially, 
unless  it  has  undoubted  control  of  the  sinews  of  war.  How  long 
American  history  has  taught  us  that  lesson !  I  feel  that  if  the 
property  tax  now  is  threatened,  it  is  a  serious  threat  to  the  independ- 
ence and  the  sovereignty  of  our  states.  I  confess  that  I  was  appalled 
to  hear  Mr.  Manning,  during  the  first  session,  tell  us  that  the  time 
for  paying  certain  1934  and  1935  taxes  was  or  may  be  extended 
under  the  laws  of  ten  states ;  that  penalties  or  interest  on  taxes 
delinquent  on  a  specified  date  are  waived  or  reduced,  under  the  laws 
of  twenty  states,  that  interest  on  future  delinquencies  is  reduced  by 
a  number  of  states,  that  tax  sales  are  postponed  in  seven  states,  that 
the  time  for  redeeming  tax  sales  is  extended  in  twelve  states.  And 
that  is  the  record  of  one  year's  legislation.     I  was  also  somewhat 
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appalled  at  the  picture  of  the  popularity  and  the  threatened  spread 
of  homestead  exemption  laws.  For  a  generation  we  have  been 
pointing  with  alarm  to  the  spread  of  exemption,  and  the  property 
tax  exemption  now  becomes  a  new  and  insidious  form  of  exemption, 
that  bids  fair  to  be  extremely  popular,  naturally.  The  property  tax 
then,  the  foundation  of  the  financial  strength  of  the  American  states, 
the  greatest  tax  that  the  United  States  has,  might  almost  be  called 
the  ark  of  the  covenant  of  state  sovereignty.  So,  as  I  picture  this 
coming  struggle  between  the  Federal  Government  and  the  states,  in- 
volving, as  it  is  sure  to  do,  reconsideration  of  the  allocation  of  the 
powers  and  functions  and  finances,  1  think  those  of  us  who  are  in- 
clined to  be  somewhat  alarmed  at  this  tendency  should  look  well  to 
our  own  conduct  in  our  own  states  of  our  own  property  tax  admin- 
istration and  legislation.  And  I  am  happy  that  you  who  have  given 
thought  to  this  topic,  and  see  in  it  what  I  do,  or  something  per- 
chance different,  may  voice  your  opinions  during  the  discussion 
which  is  now  to  follow.  Under  the  seven  minute  rule,  which  I  fear 
I  have  already  exceeded,  I  now  invite  you  to  take  part  in  a  general 
informal  discussion  of  the  topics  associated  with  the  property  tax, 
its  collection,  tax  delinquency,  etc. 

Mr.  George  G.  Tunell  (Illinois)  :  Seeing  that  nobody  else  is 
disposed  to  say  anything,  I  am  going  to  say  at  least  a  few  words. 
I  have  felt  all  along  pretty  much  as  Dr.  Fairchild  now  seems  to  feel, 
in  regard  to  the  general  property  tax.  I  thought  it  had  a  place  in 
our  local  tax  systems,  and  had  hoped  that  its  administration  would 
be  improved.  I  have  always  felt  that  it  could  be  improved,  and  have 
at  various  times,  and  perhaps  in  unwelcome  places,  expressed  that 
view.  I  am  speaking  now  at  a  gathering  of  people  who  make  assess- 
ments. I  have  oftentimes  been  told  that  the  assessments  were  about 
as  perfect  as  they  could  be  made;  that  they  could  not  be  made  per- 
fectly equitable  in  every  respect,  and  I  have  subscribed  to  that  view, 
but  I  have  at  the  same  time  voiced  the  opinion  that  the  assessments 
could  be  made  much  better  than  they  have  been  made. 

We  have  been  told  this  afternoon  that  50,000,000  acres  of  land 
in  the  State  of  Texas  are  not  on  the  assessment  roll.  We  have  been 
shown  the  ridiculous  character  of  the  assessment  of  apartment  build- 
ings in  the  City  of  St.  Louis.  I  am  a  little  curious  as  to  some  other 
situations  which  may  be  very  similar  to  those  that  were  presented 
to  you,  and  I  should  like  to  know  how  far  information  has  already 
been  collected  and  is  at  hand,  respecting  faulty  assessments,  for  the 
purpose  of  the  general  property  tax.  I  am  very  glad  to  know  that 
this  is  a  field  that  is  receiving  attention.  Again  I  want  to  say  that 
I  do  not  believe  that  an  assessment  can  be  made  that  is  strictly 
equitable,  but  I  do  think  that  the  assessment  of  property  can  be 
vastly  improved,  at  the  same  time  admitting  that  the  assessment  of 
property  is  not  an  exact  science. 
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Mr.  Chairman,  I  appreciate  the  modicum  of  applause  in  this 
gathering. 

Chairman  Fairchild:  I  think  it  is  fully  deserved. 

Mr.  Leo  Day  Woodworth  :  Along  the  line  of  the  last  speaker's 
remarks,  I  have  been  astounded,  in  talking  with  certain  people  in 
different  parts  of  the  country,  incidental  to  work  of  the  last  year 
or  two,  at  the  number  of  taxing  districts  that  do  not  even  have 
tax  maps ;  even  more  so,  as  to  the  number  of  districts,  some  of  which 
have  maps,  that  have  never  established  their  unit  values,  their  block 
values,  their  front  foot  values,  their  depth  equations,  and  so  on. 
Now,  that  is  all  elemental  to  good  assessment  practice.  You  cannot 
just  sit  down  and  look  over  your  assessment  roll  and  get  very  much 
information,  unless  you  have  it  right  down  to  the  inch,  right  down 
to  the  basic  elements  that  make  value.  It  is  not  a  question  whether 
the  real  estate  tax  should  be  continued  or  not.  That  is  another 
thing. 

I  feel  as  Dr.  Fairchild  does,  that  we  are  confronted  with  an 
extremely  dangerous  situation  in  this  country.  I  think  and  believe 
that  if  we  are  to  progress  as  a  nation,  our  local  governments  must 
be  continued;  they  must  be  improved.  That  will  not  happen  if  your 
only  local  source  of  revenue  fails,  and  if  local  government  is  to  be 
operated  on  the  basis  of  grants  from  the  country,  from  the  state  or 
from  the  nation.  I  was  further  astonished  this  past  winter  in  con- 
nection with  school  relief  work.  One  state  school  commissioner  in 
the  northeastern  part  of  the  country,  where  local  government  is 
supposed  to  have  had  its  birth  in  this  country,  or  from  which  it  has 
grown  across  the  country — put  it  that  way — who  thought  that  the 
source  of  revenue  for  schools  in  his  state  should  be  federal,  that  his 
troubles  would  be  over  if  he  had  his  budget  guaranteed  by  the  Fed- 
eral Government,  with  the  assumed  enormity  of  federal  borrowing 
power  to  carry  him  over  the  years  of  depression.  That  is  one  way 
to  look  at  that  problem,  and  a  lot  of  people  are  looking  at  it  that 
way.  I  think  it  is  an  extremely  dangerous  way  to  look  at  it.  The 
only  check  we  shall  ever  have  on  expenditure  is  to  connect  the 
expenditure  with  the  revenue,  and  the  man  who  pays  the  tax,  and 
to  control  that  expenditure. 

I  was  in  the  real  estate  business  for  many  years,  years  ago,  and 
my  real  estate  friends  think  I  have  deserted  them,  in  a  fashion,  be- 
cause after  the  war  I  opposed  the  movement  to  exempt  mortgages 
from  taxation.  I  thought  that  was  a  dangerous  thing  I  now  think 
this  homestead  exemption  is  extremely  dangerous,  because  the  lost 
revenue  has  to  be  made  up  from  some  source ;  and  if  the  owners  of 
the  homesteads  who  have  been  paying  the  taxes  are  relieved,  where 
is  the  check  on  expenditures  coming  from?  It  won't  come  from 
the  property  owners.  Now,  I  don't  care  to  extend  the  thought,  but 
any  of  you  can.  Where  is  the  responsibility  for  expenditures  com- 
ing from  ? 
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Mr.  Philip  Zoercher  Indiana)  :  In  reference  to  the  remarks  that 
the  gentleman  made,  that  the  people  who  pay  their  taxes  ought  to 
have  something  to  say  in  reference  to  expenditures,  some  of  you 
who  have  attended  these  tax  conferences  in  the  past  have  heard  me 
refer  often  to  the  Indiana  Plan  of  controlling  expenditures. 

In  Indiana  in  this  year  of  1935,  there  is  charged  on  the  books 
property  taxes  of  $91,000,000.  Three  years  ago  there  was  charged 
on  the  books  $140,000,000.  In  other  words,  there  is  this  year  $49,- 
000,000  less  in  property  tax  against  the  tax  payers  in  the  State  of 
Indiana  than  three  years  ago,  yet,  every  municipality  in  the  state 
is  functioning. 

Now,  of  course,  we  do  not  say  that  our  reviewing  of  budgets  and 
analyzing  them,  and  the  right  of  the  tax  payers  to  appeal  a  budget, 
have  stopped  unnecessary  expenditure.  That  is  what  we  found :  in 
the  budget  they  would  apparently  include  what  they  thought  was 
right ;  they  would  go  on  about  four  or  five  months,  and  then  con- 
vene the  county  council,  or  in  the  town,  the  advisory  board,  or  in 
the  city,  the  city  council,  and  make  additional  expenditures.  When, 
they  would  make  these  additonal  expenditures,  sometimes  they  would 
borrow  the  money,  and  so  long  as  the  amount  did  not  exceed  $5000 
they  did  not  have  to  give  any  public  notice;  but  the  debt,  when  it 
was  once  incurred,  had  to  be  paid.  Now  then,  the  last  legislature, 
I  think,  stopped  that.  They  passed  a  law  that  all  additonal  appro- 
priations are  automatically  referred  to  the  State  Board  of  Tax  Com- 
missioners for  investigation,  and  we  have  to  have  a  local  hearing, 
I  think.     As  you  can  readily  see,  that  will  stop  that  practice. 

Just  to  give  you  a  little  personal  experience  we  had  within  the 
last  four  weeks ;  we  had  an  item  coming  from  Marion  County,  where 
there  was  a  claim  for  an  additional  appropriation  of  $28,000.  We 
found  that  that  claim  was  for  court  reporters  and  court  bailiffs,  and 
so  on,  for  the  years  1931,  1932,  1933  and  1934;  we  also  found  that 
under  the  law  in  the  State  of  Indiana,  the  judge  of  the  court  fixes 
the  salary  of  the  court  reporter,  with  the  approval  of  the  board  of 
county  commissioners.  The  first  thing  we  did  was  to  send  our  man 
over  to  the  court  house  to  see  whether  or  not  the  records  showed 
that  the  commissioners  had  given  their  approval  to  the  amount  fixed. 
There  was  no  record  whatever.  The  county  council  had  cut  the 
salary  of  the  court  reporters  from  $2400  to  $1800.  They  had  served 
for  1931,  1932  1933  and  1934.  Somehow  or  other,  they  all  got 
the  idea  that  if  they  would  work  together  they  could  put  over  the 
additional  appropriation.  When  it  came  to  us  we  denied  it.  Since 
then  we  have  sent  word  to  the  county  attorney  that  if  at  any  time 
he  was  notified  that  suit  had  been  filed  against  the  county  by  any 
of  these  claimants,  he  should  notify  the  tax  board  and  that  we 
would  file  a  petition  to  intervene.  There  were  three  suits  filed.  We 
filed  a  petition  to  intervene  in  all  three  of  those  cases;  and  the 
deputy  attorney  general  who  had  charge  of  the  cases,  when  he  filed 
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the  petition  to  intervene,  said,  "  If  there  is  any  doubt  in  the  mind 
of  the  court  as  to  whether  he  should  grant  this  petition,  I  should 
like  tn  be  heard."  Well,  he  thought  that  of  course  he  would  be 
notified.  The  first  thing  we  knew,  we  had  notice  that  the  court 
had  overruled  the  petition.  The  deputy  attorney  general  who  filed 
it  was  out  of  the  city,  so  it  was  incumbent  upon  myself  to  go  over 
there.  I  talked  to  the  court  and  said  that  the  assistant  attorney 
general  had  had  an  understanding  with  the  bailiff  of  the  court  that 
he  would  be  notified.  The  judge  said  he  did  not  know  anything 
about  that ;  that  no  record  of  that  was  made.  I  said,  "  Judge, 
if  you  will  not  permit  the  State  Board  of  Tax  Commissioners  to 
intervene  as  a  board,  we  are  tax  payers  in  Marion  County  and 
we  have  a  right  as  tax  payers  to  intervene."  He  said,  "  Oh, 
that  is  a  different  question."  And  we  have  since  filed  another 
petition  and  we  are  going  to  intervene  and  contest,  because  our 
theory  is  that  when  those  officers  accepted  the  reduced  pay,  and  did 
not  take  the  necessary  steps,  before  they  performed  services,  they 
were  estopped  to  make  any  claim  for  work  done  in  the  past.  There 
is  a  law  on  the  statute  books  now  that  there  cannot  be  paid  to  an 
attorney,  even  when  the  court  allows  it,  a  fee  for  defending  a  pauper 
criminal,  unless  there  is  money  appropriated.  Unless  there  is  money 
appropriated  he  cannot  collect  a  fee.  We  had  a  case  taken  to  the 
supreme  court,  where  an  attorney  was  allowed  by  the  court  $250 
for  his  services.  After  he  had  filed  his  claim,  the  county  auditor 
issued  a  warrant  for  $45.  That  was  all  that  was  left  in  the  fund. 
So,  he  brought  suit  for  the  other  $205.  He  got  judgment  in  the 
lower  court  for  the  $205.  An  appeal  was  taken  and  the  higher 
court  said  he  could  recover  nothing,  because  he  knew  or  should 
have  known  the  amount  of  money  that  was  still  in  that  fund,  and 
he  should  have  had  an  additional  amount  appropriated  before  he 
did  the  work.  So  after  all,  I  believe  that  in  some  of  your  states  you 
will  still  think  that  Indiana  is  doing  something  that  you  can  do. 
We  have  done  it  since  1919,  and  with  this  additional  amendment 
now  in  the  legislature,  referring  all  these  matters  to  the  State  Board 
of  Tax  Commissioners,  we  have  better  control.  In  these  years  we 
have  turned  down  bond  issues  and  tax  levies  amounting  to  $80,- 
000,000.     I  think  that  you  can  do  some  of  that  in  your  own  state. 

Mr.  Seth  Cole  (New  York)  :  Professor  Fairchild  and  ladies  and 
gentlemen  of  the  conference;  this  subject  of  general  property  tax- 
ation, of  course,  is  one  of  our  old  friends.  In  fact  it  seems  to  be 
a  member  of  the  family.  We  have  been  so  close  to  it  for  many, 
many  years,  and  perhaps  we  are  so  thoroughly  familiar  with  it,  that 
it  does  not  rank  as  high  in  our  considerations  as  it  ought  to. 

I  am  in  complete  agreement  with  Professor  Fairchild  in  his  re- 
marks concerning  the  importance  of  this  tax.  It  seems  to  me  that 
those  of  us  who  have  a  wholesome  respect  for  state  rights  and  state 
functions  must  realize  that  the  very  basis  of  the  financial  independ- 
17 
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ence  of  the  states  lies  in  the  general  property  tax.  I  think  it  needs 
more  particular  thought  and  more  particular  attention. 

In  New  York  the  results  which  we  obtain  in  the  taxation  of  real 
estate  are  fairly  satisfactory,  but  I  know  that  it  would  be  almost 
an  invaluable  service  to  our  state  if  it  were  possible  to  have  a  com- 
plete and  detailed  survey  made,  such  as  the  former  speaker  has  told 
you  about. 

There  is  a  strong  organization  against  the  general  property  tax. 
There  are  various  highly  organized  groups,  continually  directing 
propaganda  against  this  tax.  In  New  York  we  have  pending  an 
amendment  to  the  constitution  to  limit  the  tax  rate  upon  real  property 
to  two  percent;  and  on  every  hand  we  see  efforts  to  reduce  the 
amount  of  revenue  that  is  to  be  had  from  that  source.  I  do  not 
say  that  all  of  these  movements  are  without  merit,  but  I  think  we 
all  recognize  the  fact  that  tax  capitalization  plays  a  very  important 
part  in  the  valuation  of  real  estate,  and  that  to  disturb  in  a  material 
way  the  adjustment  of  real  property  taxation  might  have  a  very 
serious  effect  in  the  redistribution  of  that  kind  of  wealth. 

I  don't  think  it  can  be  gainsaid  that  if  twenty-five  percent  of  the 
burden  of  real  estate  taxation  were  to  be  shifted  to  some  other 
source,  it  would  represent  an  outright  gift  of  very  substantial  sums 
to  the  present  owners  of  real  property. 

I  think  that  this  association,  as  an  organization  might,  in  view 
of  this  great  threat  to  the  general  property  tax,  set  aside  next  year 
an  entire  session  of  the  conference,  for  the  purpose  of  further  dis- 
cussion of  this  very  important  subject. 

Mr.  Jens  P.  Jensen  (Kansas)  :  I  have  two  questions  I  should 
like  to  raise.  I  should  like  to  raise  the  simpler  one  of  the  two  first. 
The  first  relates  to  something  that  Judge  Zoercher  said.  As  I 
understand  him,  he  would  have  the  tax  commission  pass  on  all 
additional  appropriations  made  by  the  appropriating  bodies  of  the 
various  political  divisions.  I  should  like  to  ask  what  would  have 
happened  in  this  case  that  he  cited,  if  the  prosecuting  attorney,  hav- 
ing found  out  that  there  was  no  money  appropriated,  had  refused  to 
plead  the  cause  of  the  pauper.  Would  the  pauper  in  that  case  have 
gone  unpleaded?  That  is  just  a  sample  of  some  of  the  things  we 
should  have  to  face,  if  we  instituted  the  Indiana  system  or  any  other 
rigid  system  of  control. 

The  second  question  is  a  little  different.  It  starts  back  with  Pro- 
fessor Fairchild's  reference  to  Mr.  Seligman's  condemnation  of  the 
general  property  tax.  I  think  Professor  Fairchild  is  right  in  say- 
ing that  it  has  been  roundly  denounced,  and  I  am  also  in  agreement 
with  him  when  he  says  that  Professor  Seligman  has  probably  been 
the  leader  who  has  been  accepted  more  unequivocally  than  almost 
any  other  academic  person. 

I  have  always  felt  that  this  tax  was  essentially  a  thing  associated 
with  local  self  government.     I  think  that  has  been  indicated.     But, 
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with  all  due  respect  to  Professor  Seligman's  denunciations  and  pro- 
nunciations, I  should  like  to  say  that  his  definition,  or  his  notion  of 
what  the  general  property  tax  was,  has  not  always  been  clear;  and 
I  am  very  sure  that  if  we  are  going  to  have  any  further  study  made 
of  the  general  property  tax  administration,  it  would  be  a  good  thing 
if  we  should  set  some  more  or  less  technical  committee  at  work  to 
find  a  definition  of  what  the  general  property  tax  is.  I  have  never 
been  able  to  find  that  it  has  been  defined.  It  looks  to  me  as  though 
we  could  do  that.  When  we  start  any  new  tax,  such  as  an  income 
tax,  we  have  to  find  some  fairly  definite  concept,  some  fairly  definite 
base.  We  did  that  with  the  income  tax.  We  had  to.  And  cer- 
tainly, for  these  retail  sales  taxes  that  we  now  have,  we  had  to  devise 
something  fairly  defined.  When  we  come  to  this  main  state  property 
tax  system,  we  haven't  any.  What  is  it?  What  is  this  property? 
A  man  sitting  beyond  me  at  the  beginning  of  the  session  asked  me 
that  question.  He  said,  I  should  like  to  have  it  asked  here.  He 
said  he  had  asked  hundreds  of  times  what  was  property,  for  tax 
purposes,  and  had  never  received  a  satisfactory  answer. 

I  will  just  answer  it  in  part,  in  a  very  general  way,  by  saying  that 
nobody  knows  what  it  is.  The  reason  is  that  we  have  confused 
two  very  distinct  concepts,  and  no  tax  administrator,  and  certainly 
no  legislature  has  defined  tangible  property. 

I  don't  believe  there  is  any  state  law  governing  taxation,  specify- 
ing or  determining  what  things  shall  be  taxed  that  clearly  recognizes 
that  definition.  I  don't  believe  we  can  do  any  more  useful  service 
than  to  get  some  answer  to  that  very  simple  question.  Xow,  what 
my  good  friend  had  in  mind  was  that  property  was  going  to  dis- 
appear ;  that  values  were  shrinking.  I  suppose  they  have  shrunk 
and  I  hope  they  are  not  going  to  shrink  any  more,  but  that  is  not 
what  I  mean  by  that  question.  There  may  be  several  questions 
that  you  may  have  in  mind  when  it  is  asked:  what  is  property?  I 
hope  that  along  with  a  study  made  of  the  administration  you  can 
also  get  some  sort  of  a  study  made  of  the  theory,  because  I  think 
that  is  very  sadly  needed. 

Chairman  Fairchild:  Does  anyone  else  wish  to  be  heard  on 
this  topic  ? 

Mr.  Fred  Bexxiox  (Montana)  :  I  have  a  question  I  should  like 
to  ask,  that  I  am  sure  has  been  back  in  the  minds  of  a  good  many 
people  here.  Any  state  with  50.000.000  acres  not  on  the  tax  roll 
ought  to  be  ashamed  of  itself,  and  any  city  that  can  spend  pretty 
close  to  a  million  dollars  of  federal  money  to  bring  about  a  state 
reassessment  ought  to  be  ashamed  of  itself.  Cities  and  states  that 
have  as  much  inequality  in  assessment  and  lack  of  property  on  the 
rolls  as  was  mentioned,  ought  to  have  done  something  about  those 
thinsrs  a  long-  time  ago. 
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Now,  I  am  wondering  if  the  Federal  Government,  in  doing  this 
for  the  states,  is  merely  doing  it  in  a  big  brother  fashion,  or  provid- 
ing jobs  for  the  white  collar  unemployed,  or  are  they  trying  to 
find  a  lot  of  additional  revenue,  so  that  the  states  can  take  up  the 
slack  of  federal  expenditures  ?  They  must  inevitably  be  restricted 
in  this.  May  it  be  possible,  that  when  they  hold  out  the  bait  of 
additional  federal  funds,  they  are  ready  to  point  to  the  fact  that 
they  have  discovered  a  lot  of  additional  revenue,  so  that  the  states 
can  go  ahead  and  continue  the  many  alphabetical  organizations, 
and  the  so-called  emergency  functions  and  activities  of  an  admin- 
istration that  is  making  a  desperate  struggle  to  perpetuate  them- 
selves ? 

Mr.  Oscar  Leser  (Maryland)  :  \Yhi;e  1  haven't  the  time  to  define 
property,  I  have  in  my  own  mind  worked  out  a  definition  of  what 
the  general  property  tax  is,  and  a  very  simple  one  at  that,  namely, 
a  system  by  which  all  property  is  taxed  and  all  property  taxed  at 
the  same  rate  within  the  taxing  district. 

Xow,  if  it  is  in  order,  I  should  like  to  say  a  few  words  on  the 
question  of  tax  collection.     Is  that  in  order  at  this  time? 

Chairman  Fairchild:  I  think  we  better  wait  with  that  until 
after  the  next  topic.  It  is  not  a  pleasant  task  to  call  a  halt  upon 
a  discussion  which  is  just  getting  interesting  or  which  you  would 
like  to  continue,  but  the  time  is  short  and  the  committee  has  enter- 
tainment prepared  for  the  latter  part  of  the  afternoon.  I,  there- 
fore, without  further  ado,  take  great  pleasure  in  introducing  Mr. 
Melville  B.  McPherson.  chairman  of  the  State  Tax  Commission 
of  Michigan,  who  will  deliver  the  first  paper  on  a  subject  very 
close'y  related  to  that  which  we  have  all  considered — tax  penalties 
ant!  sales. — Mr.  McPherson. 

Mr.  Melville  B.  McPherson  (Michigan)  :  Mr.  Chairman  and 
members  of  the  tax  conference;  it  is  a  pleasure  for  me  to  appear 
before  you  today.  At  the  request  of  your  secretary,  and  with  the 
approval  of  the  president  of  the  organization  a  letter  was  directed 
to  me  personally,  at  Lansing,  Michigan,  inviting  me  to  talk  on  one 
of  the  subjects  which  I  thought  to  be  of  special  moment  at  this  time. 
In  order  that  I  may  not  be  misconstrued  in  any  respect,  as  to  some 
figures  I  may  give.  I  have  a  brief  statement  to  which  I  will  refer. 
I  hesitate  to  use  approximate  figures  to  any  great  extent,  on  account 
of  one  of  the  stories  told  me  in  Michigan  by  one  of  my  best  friends. 
He  and  some  others  were  riding  down  one  of  the  trunk  lines  of 
Michigan  one  day  when  one  of  his  friends  said,  ''Are  you  sure  you 
are  on  the  right  trunk  line  ?  "  He  said,  "  I  don't  know ;  we  are 
on  number  82,  we  want  81."  "Well,"  the  friends  said,  "that  is 
near  enough." 
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Delinquent  Tax  Causes.  The  slate  legislatures  are  passing  en- 
abling acts  at  the  request  of  municipalities  and  well  organized 
groups,  allowing  or  compelling  units  to  borrow  or  raise  by  current 
tax  levies,  vast  sums  of  money.  Michigan  statutes,  prior  to  1931, 
allowed  10  mills  for  township  roads,  5  mills  for  county  roads,  un- 
limited sums  for  schools,  and  special  assessments  for  roads,  streets, 
sewers  and  drainage.  An  extreme  example  is  a  $32,000  assessment 
for  a  concrete  road  on  an  eighty  acre  farm  and  a  $250  per  acre 
assessment,  for  a  socalled  drain.  Cut-over  timber  lands  in  the 
Upper  Peninsula  are  assessed  at  $10  per  acre,  with  an  average  tax 
rate  in  some  counties  of  80  mills,  or  a  tax  of  80  cents  per  acre. 

With  the  great  increase  in  tax  delinquency  after  1929,  the  state 
legislature  sought  to  ease  the  burden  of  the  general  property  tax, 
by  waiving  certain  penalties  and  fees,  on  the  payment  of  taxes  for 
certain  years,  and  by  extending  the  time  of  payment  in  some  cases. 
Some  of  the  acts  are  no  longer  applicable,  but  the  chief  provisions 
of  all  of  these  acts  will  be  given,  because  of  the  general  interest  in 
the  subject. 

Act  126.  P.  A.  of  1933.  This  Act  provides  that  all  general  and 
special  assessment  real  estate  taxes  returned  to  the  state  as  delin- 
quent for  the  year  1931  and  prior  years,  not  previously  cancelled, 
paid,  sold  or  redeemed,  may  be  paid  in  ten  annual  installments, 
beginning  on  or  before  September  1,  1935.  Such  payments  are 
to  be  made  without  collection  fees  or  penalties,  but  with  interest 
at  4  percent  per  annum  on  each  installment  from  September  1, 
1935  until  the  due  date  of  each  installment,  but  the  whole  amount 
of  the  tax  may  be  paid  before  due.  at  the  same  rate  of  interest. 

The  legislature  of  1935  placed  the  1932  delinquent  tax  levy  with- 
in the  provisions  of  the  above  Act.  The  legislature  also  pro- 
vided that  delinquent  tax  payers  for  the  years  1933-1934  could  pay 
the  tax,  without  interest  and  penalty,  except  the  4  per  cent  col- 
lection fee.  at  any  time  prior  to  November,  1935,  after  which  time 
the  full  interest  and  penalty  should  be  included.  Strenuous  efforts 
were  made  during  the  last  session  of  the  legislature,  by  a  well 
organized  and  financed  group  of  real  estate  operators,  to  induce 
the  legislature  to  cancel  in  full,  or  at  least  50  per  cent  of  the  de- 
linquent tax  levies  of  1932  and  previous  years.  One  proposal 
would  have  allowed  the  cancellation  of  the  entire  year's  delinquent 
taxes,  upon  payment  of  the  current  tax  levy. 

One  of  my  neighbors,  whose  family  has  the  record  of  having 
lived  on  that  farm  for  nearly  one  hundred  years,  told  me  that 
if  the  legislature  was  going  to  pass  that,  he  was  going  to  pass  the 
1934  tax.  and  not  pay  it.  in  order  that  he  might  have  something 
to  cancel  in  the  year  1937.  You  think  that  over.  You  know  of 
people  in  your  own  communities  who  have  ideas  just  like  that. 
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The  State  Tax  Commission,  State  Association  of  Supervisors 
and  the  Municipal  League  strenuously  and  successfully  opposed 
all  such  proposals. 

The  State  of  Michigan  authorized  the  expenditure  of  $75,000 
in  newspaper  and  billboard  advertising,  calling  the  peoples'  atten- 
tion to  methods  by  which  they  could  save  their  homes  and  farms. 
Conservative  estimated  receipts  from  the  above  advertising  are 
$15,000,000.  It  is  the  unanimous  opinion  of  all  parties  interested 
in  good  government  that  the  continued  postponement  and  relinquish- 
ment of  penalties  caused  hesitation  on  the  part  of  tax  payers,  with 
the  expectation  by  some  of  the  entire  cancellation. 

The  authorities  undertook  to  notify  people  how  they  could  save 
their  homes  and  farms  by  coming  in  before  the  1st  of  September 
and  paying  the  one-tenth  of  the  taxes  for  1932  and  prior  years. 
There  were  some  misgivings  on  the  part  of  the  state  officials  as 
to  the  net  result  of  it.  There  was  some  criticism  on  the  part  of 
the  citizens  on  spending  $75,000,  which  you  know  appears  to  be 
rather  a  vast  sum.  But,  when  you  consider  that  in  the  State  of 
Michigan  there  is  undoubtedly  upward  of  $200,000,000  of  tax 
delinquency,  largely,  of  course,  in  the  city  districts,  you  can  realize 
that  $75,000  is  but  a  small  proportion  of  the  total  amount  delinquent. 

The  campaign  was  very  successful.  At  the  present  time  no  one 
of  the  county  treasurers  is  able  to  state  accurately  how  much  money 
it  has  brought  in,  for  the  reason  that  customers  are  standing  at 
the  counters  from  eight  in  the  morning  until  five  o'clock  in  the 
afternoon.  The  rush  has  been  of  such  magnitude  that  they  are 
unable  to  take  out  time  enough  to  check  up.  Unless  something 
happens  in  the  near  future  to  speed  up  the  work  in  the  treasurer's 
office,  they  are  going  to  be  completely  buried  for  the  next  few 
weeks.  Now,  the  reason  for  that  is  that  during  the  last  two  years, 
the  current  tax  levy  has  dropped  to  such  a  great  extent  that  the 
tax  payers  are  not  only  glad  to  pay  but  are  seeking  for  the  oppor- 
tunity to  go  in  once  more  and  pay  out  a  tax  levy.  And,  ladies 
and  gentlemen,  it  is  my  opinion  that  the  only  thing  that  stimulates 
the  payment  of  tax  delinquency  is  when  the  current  year's  levy 
comes  down  to  the  point  where  the  tax  payer  feels  it  is  worth 
while  to  again  try  to  save  his  property. 

The  legislature  of  1931  passed  an  act  taking  over  the  65,000 
miles  of  township  roads  and  placing  them  in  the  county  road  system, 
at  the  rate  of  20  percent  per  year,  the  entire  mileage  being  absorbed 
by  April  1,  1936,  the  state  appropriating  from  the  gasoline  tax 
$4,000,000  per  annum  for  the  maintenance  of  these  township  roads 
taken  over  by  the  counties. 

The  electors  approved  a  constitutional  amendment,  November  8, 
1932,  limiting  the  current  tax  levy,  exclusive  of  debt  service,  to 
15   mills,   the   supreme   court   holding   that   city   and   village   taxes 
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were  not  included.  Several  of  the  larger  cities  have  since  re- 
pealed their  charter  provisions,  thus  coming  under  the  limitation 
Act.  The  tax  commission  was  called  in,  on  appeal,  to  make  the 
proper  allocation  between  the  several  units  affected,  the  average 
allocation  being  6  mills  for  the  city,  5  mills  for  school  and  4  mills 
for  the  county. 

The  1933  legislature  passed  a  3  per  cent  retail  sales  tax.  There 
is  a  little  story  about  that.  The  boys  up  in  Michigan  get  quite 
a  kick  out  of  the  fact  that  the  democratic  legislature  and  gov- 
ernor passed  this  and  the  proceeds  have  been  for  the  use  of  the 
republican  administration.  That  is  a  nice  piece  of  cooperation 
between  the  political  parties;  and  it  has  caused  considerable  amuse- 
ment, because  in  some  places  they  are  saying  the  3  per  cent  is  for 
Governor  Comstock,  who  went  out  of  office  on  January  1,  1935. 

Estimated  receipts  for  1935-1936  of  the  3  per  cent  retail 
sales  tax  will  be  $40,000,000.  The  1935  legislature  approved  a 
$22,000,000  special  school  aid  Act,  the  same  being  in  addition  to 
the  primary  school  fund  of  approximately  $14,000,000,  derived 
from  railroads,  telephones,  telegraphs,  car  loaning  companies  and 
receipts  from  the  insurance  and  inheritance  taxes,  making  a  total 
of  $36,000,000  for  schools,  the  aid  to  be  given  on  the  basis  of  the 
average  school  district  raising  a  property  tax  of  2)4  mills  on  the 
assessed  valuation,  the  same  to  be  supplemented  by  sufficient  funds 
from  the  state,  to  allow  each  district  $48  per  child  in  the  primary 
grades  and  $65  for  high  school  attendance,  all  high  school  tuition 
for  students  from  the  rural  districts  being  paid  by  the  state. 

Now,  this  set-up  is  going  to  take  care  of  better  than  half  of  the 
expenses  of  the  schools.  None  of  this  money  can  be  used  for 
socalled  debt  service,  or  the  cost  of  the  buildings ;  it  is  all  for  the 
maintenance  of  the  schools.  And  we  accomplished  by  this  bill,  when 
it  passed  the  legislature,  something  that  we  have  had  some  trouble 
in  making  the  people  of  Michigan  believe;  that  for  once,  all  the 
high  school  cost,  for  every  boy  and  girl  coming  from  the  rural 
districts  was  to  be  paid  from  the  $20,000,000  state  tax,  and  was 
not  to  be  a  burden,  either  upon  the  pupils'  parents  or  the  district 
itself.  We  feel  that  this  is  one  of  the  greatest  steps  forward  and 
one  of  the  things  that  is  going  to  lead  up  to  the  payment  of  a 
larger  per  cent  of  taxes  in  Michigan  from  now  on. 

The  year  1931  marked  the  high  point  of  the  general  property 
tax  levy,  the  same  being  slightly  under  $267,000,000.  Receipts 
from  all  taxes  within  the  same  year  being  $350,000,000.  The  year 
1934  property  taxes  had  declined  to  $159,459,000.  Total  taxes 
within  the  state  for  the  same  year  were  $255,927,000.  The  state 
has  no  deficit  and  is  spreading  no  state  tax  for  1935.  The  state's 
revenues  for  the  year  1935-1936  are  estimated  as  follows: 
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Estimated  revenues 

Sales  tax    $40,000,000 

Liquor   tax     9,000,000 

Corporation   tax    5,000,000 

Delinquent  state  tax   5,000,000 

Miscellaneous,  including  chain  store    ....  6,000,000 


Total     $65,000,000 

Estimated  expenditures 

Special  aid  lor  schools $22,000,000 

State  educational  institutions    6,000,000 

Welfare    9,000,000 

Old  age  pensions   2,000,000 

Soldiers'  bonus  bonds     3,000,000 

Aid  for  children     2,000,000 

Prisons,  hospitals   and   operation   of   state 

government    21,000,000 


Total     $65,000,000 

Estimated  property  tax  levies  for  1935 

City  tax  10  mills 

Schools     5  mills 

County    5  mills 


Total     20  mills 

Townships     2   mills 

Schools     3  mills 

Highways 1   mill 

County   5  mills 


Total    11  mills  for  rural  districts. 

You  will  note  that  the  last  figures  are  $11  per  thousand  in  the 
rural  districts,  outside  of  incorporated  cities  and  villages,  and  $20 
in  the  cities  and  villages,  all  of  which  are  exclusive  of  debt  service. 
When  we  compare  that  with  the  levy  in  the  State  of  Michigan  of 
some  school  districts,  which  has  reached  as  high  as  $100  for  all 
purposes,  I  say  to  you  that  this  is  one  of  the  reasons  why  we  claim 
we  are  on  the  way  to  solving  the  delinquent  tax  problem  in  Michigan. 

Now,  the  acquisition  of  vast  land  areas  by  the  Federal  Govern- 
ment is  producing  a  very  serious  situation  in  many  of  the  counties 
of  the  state,  unless  they  are  to  assume  their  fair  proportion  of 
the  cost  of  government,  where  the  lands  are  acquired,  and  this 
situation  must  be  remedied  by  action  of  Congress.  Unless  that 
is  given  serious  consideration  by  the  next  Congress  of  the  United 
States  we  are  going  to  find  the  entire  tax  burden  of  some  of  the 
areas  of  Michigan  falling  back  upon  the  southern  part  of  the  state, 
to   be  borne   by   the   City  of   Detroit   and   the   other   metropolitan 
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areas.  It  is  getting  to  be  very  acute  in  some  of  the  places  where  this 
is  going  on.  It  may  be  of  some  interest  to  you,  and  we  are  asking 
for  your  help  in  trying  to  get  Congress  to  recognize  the  obligation 
that  the  Government  itself  owes  to  the  people  of  the  state. 

In  1931  in  the  State  of  Michigan,  and  that  is  the  time  the  tax 
delinquency  became  acute,  the  levies  of  the  state,  counties  and 
townships  reached  the  sum  of  $24,000,000.  In  1934  the  levy  for 
those  purposes  dropped  about  8  percent. 

From  the  statements  that  I  have  made,  I  think  it  will  appear  to 
you  that  these  socalled  cancellation  bills,  which  were  sponsored 
by  one  of  our  state  senators,  who  was  chairman  of  the  committee, 
would  exactly  fit  conditions  in  the  communities  from  which  you 
come,  and  that  the  solution  is  not  cancellation  itself  but  is  an 
adjustment,  to  enable  people  to  save  their  property. 

I  have  just  one  thing  more  to  say  to  you:  that  we  found  it 
necessary  in  the  State  of  Michigan  to  quit  internal  fighting  among 
some  of  the  groups,  over  little  things,  and  join  hands  upon  the 
major  issues  of  the  day.  In  the  fall  of  1934  we  called  together 
representatives  of  the  groups  which  we  thought  should  receive 
special  consideration,  to  help  us  put  over  the  united  program,  and 
we  succeeded  in  killing  six  constitutional  amendments.  Not  all  were 
bad ;  one  or  two  were  debatable,  but  the  rest  of  them  were  very,  very 
bad.  It  was  quite  surprising  and  pleasing  to  us  to  note  the  assist- 
ance we  received  from  the  people  of  the  state,  when  they  swept 
aside  the  proposal  to  cut  the  gas  tax  from  three  to  two  cents,  when 
all  the  people  know  it  was  the  three  cent  gasoline  tax,  together  with 
the  saving  measures  passed  by  the  legislature  which  was  inducing 
people  to  again  pay  their  delinquent  and  current  taxes.  The  one 
thing  that  we  felt  it  necessary  to  kill — many  people  in  the  room 
will  disagree  with  me — was  the  repeal  of  the  uniform  clause  of 
the  constitution  of  the  State  of  Michigan.  There  was  a  general 
feeling  on  the  part  of  the  people  back  home  that  they  could  safer 
trust  the  constitution  than  they  could  each  legislature,  and  that  if 
you  once  gave  the  legislature  power  to  put  your  property  in  the 
preferred  class,  they  might  put  everyone  else  there  and  keep  you  at 
100  per  cent.  That  was  one  of  the  reasons  why  we  succeeded  in 
convincing  the  people  that  that  was  a  very  bad  amendment  to  the 
state  constitution. 

We  have  asked  the  Federal  Government  for  a  project,  sponsored 
by  the  State  Tax  Commission  and  approved  by  the  Welfare  Relief 
Commission  of  the  State  of  Michigan,  and  by  the  educational  in- 
stitutions; to  handle  an  assessment  survey  of  the  state,  including 
almost  every  conceivable  thing  that  would  be  of  value  to  the  state 
or  the  United  States  Government.  And  for  once,  if  this  project 
goes  through,  there  will  be  put  into  the  hands  of  every  local  assessor 
a   full  and  complete  description  of  the  property  in  his  particular 
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district.  The  result  of  this  will  be  to  tell  him  something — as  to 
some  of  them — that  he  does  not  know  himself.  And  the  one  thing 
that  we  want  to  consider  more  than  ever  before  is,  not  only  the 
question  of  soil  but  the  question  of  obsolescence,  which  in  many- 
cases  destroys  the  entire  value  of  a  building,  making  the  land  worth 
less  than  it  would,  if  the  building  was  not  there  at  all. 

I  must  have  been  talking  fast.  I  have  been  repeatedly  warned 
by  my  better  half,  that  when  I  came  down  to  this  conference,  for 
once,  she  was  happy  to  say,  there  would  be  some  one  here  to  tell 
me  when  to  stop.  I  think  she  was  thinking  of  you,  Mr.  Long, 
because  she  saw  you  at  Boston  last  year,  and  she  said,  "  There  is 
a  man  after  my  own  heart." 

I  am  happy  to  be  with  you  today.  There  have  been  times  when 
Michigan  has  not  participated  to  the  full  extent  in  the  national 
tax  conferences.  There  have  been  times  when  they  did  not  par- 
ticipate at  all ;  but  after  we  went  to  the  City  of  Boston  last  year 
and  saw  the  serious  way  in  which  this  conference  was  taking  its 
work,  Commissioner  Martin,  who  was  then  the  chairman  of  the 
commission  and,  by  the  way,  a  democratic  member,  and  myself 
came  back  and  said  that  in  the  year  1935  we  were  going  to  try 
to  go  to  the  national  tax  conference,  and  we  were  going  to  try  to 
take  with  us  a  delegation  appointed  by  the  governor  of  the  state 
which  truly  represented  the  business  interests  of  the  State  of 
Michigan,  so  we  have  with  us  at  this  meeting  no  less  than  sixteen 
men  from  the  State  of  Michigan,  six  of  them  officially  representing 
the  state  and  the  others  representing  organizations  or  tax  payers, 
some  of  them  paying  taxes  in  excess  of  $100,000,000,  tax  payers 
that  we  have  to  deal  with.  Now,  they  are  a  kind  of  a  tough  bunch, 
but  we  find  that  they  are  more  reasonable  than  some  that  pay  a 
whole  lot  less.  We  have  one  outstanding  tax  payer  in  Michigan 
that  we  hoped  to  be  able  to  induce  to  send  a  representative  here. 
My  understanding  is  that  they  have  their  own  representative.  My 
reason  in  saying  that  is  that  I  think  that  particular  tax  payer 
cheerfully,  year  in  and  year  out,  pays  and  expects  to  pay,  on  the 
highest  valuation  of  any  tax  payer  in  Michigan,  and  I  am  now 
referring  to  the  Ford  Motor  Company. 

Again  may  I  say  that  I  am  happy  to  be  with  you.  If  there  is 
anything  that  comes  up  at  any  time,  call  upon  us  in  Michigan.  We 
shall  try  to  do  our  part.  We  have  even  gone  so  far,  since  the 
last  session  of  this  organization,  as  to  convene  a  sort  of  a  loose 
organization  at  Chicago  and  Detroit,  of  the  Great  Lakes  state  tax 
commissions.  My  good  friend  from  Indiana  was  represented  at 
all  meetings  of  this  organization  except  one,  and  then  he  was  on 
a  hearing — it  seems  they  have  those  in  Indiana.  We  set  that  up — 
that  organization.  It  is  a  loose  organization,  for  the  purpose  of 
acquainting  people  in  those  states  with  the  work  of  group  organiza- 
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tion.  I  believe  that  before  another  year  is  over,  we  can  bring  to 
your  organization  a  good  representation  from  the  states  in  that 
group,  states  that  may  not  be  represented  here  or  perhaps  repre- 
sented by  one  or  two.     I  thank  you. 

Chairman  Fairchild:  I  know  you  will  join  with  me  in  an 
expression  of  appreciation  for  this  extremely  fine  address  of  Mr. 
McPherson.  I  think  we  may  well  postpone  discussion  of  this  ad- 
dress until  after  the  next  paper  which  is  by  Professor  Leland  of 
Chicago,  a  member  of  the  State  Tax  Commission  of  Illinois,  who 
will  discuss  the  same  subject — tax  penalties  and  sales. 

Mr.  Simeon  E.  Leland  (Illinois)  :  I  assure  all  of  my  friends 
here  that  I  will  not  talk  longer  than  twenty  minutes.  I  have,  for  the 
benefit  of  Judge  Zoercher,  made  speeches  of  at  least  three  minutes 
duration.  I  haven't  a  paper  to  read  this  afternoon,  because,  to  my 
notion,  a  round  table,  such  as  I  conceive  this  to  be,  ought  to  be 
more  in  the  nature  of  an  informal  discussion  of  some  of  the  things 
and  experiences  that  we  have  been  encountering.  I  am  going  to 
talk  for  a  little  while  about  the  tax  sale,  and  some  of  the  experi- 
ences in  different  counties  of  Illinois,  indicating  what  may  be 
going  on  elsewhere,  and,  at  any  rate,  furnishing  a  guide  for  the 
future. 

A  tax  sale,  it  seems  to  me,  is  fundamentally  a  manifestation  of 
the  authority  of  the  state.  It  derives  its  effectiveness  from  the 
ability  of  the  state  to  disturb  the  possession  and  enjoyment  of 
property.  The  fear  that  the  state  will  act  may  be  quite  as  effective 
in  forcing  tax  payments  as  the  act  itself.  The  game  of  bluff  works 
all  right  if  there  is  a  stick  behind  the  voice,  occasionally,  to  make 
the  thing  effective,  or  to  make  it  effective  whenever  words  seem 
to  fail. 

In  many  states  the  tax  sale  is  the  only  device  employed  to  force 
tax  payments  from  either  the  tardy  or  the  recalcitrant.  Its  effec- 
tiveness as  a  collection  instrument  depends  on  two  things ;  upon  the 
maintenance  of  an  active  market  in  real  estate,  and  upon  the  rigor 
of  the  application  of  the  device. 

In  many  counties  the  tax  sale,  in  a  depression,  has  proved  a 
failure.  You  can  see  that  from  the  events  that  have  transpired 
in  Cook  County,  Illinois.  The  percentage  of  taxes  uncollected 
from  1928  to  1933  has  grown  from  6.8  per  cent  to  30.87  per  cent 
of  the  total  extensions.  Whereas  in  1928  we  had  over  $219,575,000 
in  tax  extensions,  with  only  6.8  per  cent  delinquent,  in  1933,  with 
$179,000,000  in  taxes  extended  the  delinquency  was  approximately 
31  per  cent.  The  total  amount  of  real  estate  delinquency  has  grown 
in  Cook  County — I  warn  you  that  the  figures  are  big  enough  to 
stand  for  the  whole  state— from  SI  1,500,000  in  1928  to  $35,- 
600,000  in  1933. 
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In  1928,  17,300  tax  sale  certificates  were  issued  and  brought  in  a 
little  over  $5,126,000  in  proceeds  from  sales.  But  as  the  depression 
began  to  move  along — and  the  depression  in  real  estate,  you  know, 
in  that  county  began  in  1926  and  not  in  1930 — the  number  of  tax 
sales  fell  from  17,000  to  3,000  in  1929.  The  amount  of  monev  raised 
by  the  tax  sales  dropped  from  $5,000,000  in  1928,  to  $826,000  in  1929, 
and  in  1930  there  were  only  665  certificates  and  $210,000  raised  from 
tax  sales.  The  next  year  we  had  459  certificates  and  $136,000  raised 
from  tax  sales ;  and  the  following  year  there  were  none  of  either.  So 
that  if  you  take  the  total  number  of  parcels  for  which  no  sale 
was  made,  and  which,  because  of  that,  were  forfeited  to  the  state, 
you  find  that  in  1932,  out  of  something  over  1,100,000  parcels  of 
real  estate  in  that  county,  over  413,000  were  forfeited  for  non- 
payment of  taxes.  It  would  appear  that  the  tax  sale,  as  a  collection 
mechanism,  certainly  was  not  working  in  that  community. 

In  White  County,  one  of  our  southern  counties,  on  the  other 
hand,  the  tax  sale  has  worked  successfully  as  a  collection  device, 
throughout  the  depression.  During  the  years  1931,  1932  and  1933 
this  county  had  316,  225  and  191  tax  sales.  In  that  county  there 
was  a  feeling  that  taxes  must  be  paid  or  that  the  property  would 
be  forfeited,  and  only  about  $3,000  in  forfeitures  took  place  in  that 
county  in  1932.  $1,759  went  to  forfeit  in  1933,  so  that  you  have 
there  a  county  in  which  the  tax  sales  device  has  functioned  effec- 
tively, and  the  metropolitan  county  one  in  which  the  tax  sale  has 
failed  miserably.  Xow,  how  can  you  explain  the  difference  between 
the  two  sets  of  facts?  It  certainly  is  not  in  the  tax  sale  per  se,  but 
rather  is  explained  by  local  conditions  and  attitudes.  Some  of  the 
factors  reflect  economic  conditions.  Others  are  inherent  in  the  pol- 
itical situation.  Mr.  Manning's  survey  of  legislation,  and  the  sum- 
mary with  which  Mr.  Fairchild  introduced  this  session,  show 
what  has  been  happening  in  the  legislative  field,  with  reference  to 
waivers  of  penalties,  the  postponement  of  tax  payment  dates,  post- 
poning the  tax  sales,  and  the  reduction  of  interest,  and  that  sort  of 
thing.  While  all  of  those  have  not  been  found  in  Illinois  legislation, 
nevertheless  it  forms  a  part  of  the  picture.  Moreover,  you  find  too, 
that  the  general  feeling  in  the  community  as  to  the  economy  or  effi- 
ciency with  which  government  is  being  conducted  is  a  factor  which 
determines  tax  payment,  and  in  part,  the  efficacy  of  tax  sales.  The 
success  of  the  assessment  and  review,  as  well  as  the  collection  mech- 
anism, to  deal  fairly  and  equitably  with  the  tax  payers  too  has  its 
part.  And  then  I  am  quite  sure  that  this  factor  of  excessive  improve- 
ments by  means  of  special  assessments  is  a  thing  that  ought  not 
to  be  overlooked,  particularly  when  you  find  many,  many  com- 
munities where  the  amount  of  tax  delinquency,  with  special  as- 
sessments included,  exceeds  the  value  of  the  property.  There  are 
in  the  Chicago  region,  as  well  as  in  many  counties  in  Illinois, 
situations  of  that  kind. 
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Then  there  is  the  attitude  of  the  courts  to  take  into  account.  In 
places  where  the  judicial  officers  receive  their  posts  at  the  hands 
of  the  electorate,  you  can  expect  many  tax  favors  to  he  conferred 
as  a  means  of  assuring-  a  reasonable  continuity  in  office.  Many  <>\ 
the  judges  encourage  the  filing  of  objections  and  use  that  platform 
as  a  means  from  which  to  advance  their  election  campaigns.  ( )thers 
seem  to  be  interested  in  conniving  with  tax  delinquents. 

We  had  a  survey  made  of  Franklin  County  by  one  of  our  re- 
search men  in  the  tax  commission,  Mr.  Malone,  to  see  what  the 
result  was,  of  the  reductions  which  the  judges  made  in  assessments. 
In  Illinois,  when  the  county  treasurer  asks  for  a  judgment  for  non- 
payment of  taxes,  property  owners  may  appear  and  make  objections, 
and  the  judge  has  the  authority  to  reduce  assessments.  In  Franklin 
County,  out  of  284  objections,  where  the  assessments  were  reduced 
by  the  judge  from  $53,500  to  $10,700,  it  was  found  that  the  next 
year,  after  the  action  took  place,  only  104  out  of  the  284  tax  payers 
thought  it  worth  while  to  pay  their  taxes,  indicating  perhaps  that  it 
they  did  not  pay,  the  judge  would  relieve  them  the  second  year  as 
gladly  as  he  had  the  first.  At  any  rate,  it  indicates  that  you  cannot 
build  up  effective  collections  by  allowing  the  judges  to  reduce  the 
values  one  year  and  expect  to  get  a  substantial  number  of  tax  payers 
the  following  year. 

Absence  of  tax  buyers,  too,  has  been  a  factor  that  has  led  to 
the  break-down  of  the  tax  sale.  That  is  in  part  an  accompaniment 
of  the  depression.  It  is  also  a  part  of  the  break-down  of  what  you 
might  say  is  a  tax-sale  racket,  where  part  of  the  credit  which  tax 
buyers  have  used  has,  in  more  prosperous  days,  been  furnished  by 
the  municipalities  themselves;  and  there  are  many  instances  on 
record  where  the  tax  buyers,  rather  than  the  tax  payers,  have  been 
carried  along  under  tax  sales  agreements,  so  that  the  tax  sale  simply 
represented  a  middleman's  profit  to  the  buyer  for  the  work  which  he 
could  do  on  the  delinquents.  The  general  attitude  of  officials  toward 
collections  and  the  fact  of  real  estate  speculation  are  to  be  taken 
into  account. 

What  should  be  done  when  the  taxes  due  happen  to  exceed  the 
value  of  the  property  ?  Should  the  property  be  sold  for  whatever 
it  will  bring  at  an  advertised  sale,  or  should  the  law  require  that 
property  should  never  be  sold  for  less  than  the  amount  of  the 
accumulated  taxes  ? 

We  have  had  some  interesting  experiences  with  that  situation 
in  Williamson  County,  Illinois,  one  of  the  counties  in  the  southern 
part  of  the  state,  in  the  coal  field.  In  1932  a  building  and  loan 
association  filed  a  petition  with  the  county  clerk,  stating  that  the 
taxes  accrued  against  properties  listed  on  sixteen  typewritten  pages 
filed  by  that  association,  exceeded  the  value  of  the  property,  and 
they  asked  the  county  clerk  and  the  county  judge  and  the  treasurer 
to  meet  and  declare  that  these  taxes  should  be  collected  and  that  the 
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property  should  be  sold  for  whatever  it  would  bring.  This  move- 
ment, initiated  by  the  building  and  loan  association  in  its  own  behalf, 
was  taken  up  by  many  property  owners  in  the  community  and  a 
campaign  to  "  Save  your  home  "  was  started.  Over  5,000  parcels 
in  this  county  were  offered  for  sale  during  the  summer  and  fall  of 
1934. 

The  procedure  followed  required  the  person  asking  relief  to 
produce  two  witnesses  who  would  swear  that  the  property  in  ques- 
tion was  not  worth  the  taxes  accrued,  so  as  a  result  of  swearing 
for  each  other  that  their  property  was  not  worth  the  amount  of  the 
taxes  accrued,  these  5,000  transactions  took  place,  as  a  result  of 
which  the  county  realized  $10,000  from  some  $2,157,000  in  for- 
feitures. 

We  have  not  tabulated  all  of  the  sales  that  took  place,  but  a  fair 
sample  of  the  record  indicates  that  this  was  the  situation:  one 
parcel  on  which  the  taxes  were  $2,122  was  sold  for  $12;  another 
on  which  the  accumulated  taxes  were  $2069  was  sold  for  $5;  and 
another,  where  the  taxes  accrued  were  $762  happened  to  bring  the 
price  of  $1.  Now,  one  of  the  interesting  things  about  that  par- 
ticular county  is  the  fact  that  its  budget  calls  for  an  annual  ex- 
penditure of  $102,000  per  year;  it  levies  in  taxes  but  $46,000  and 
expects  to  collect  only  approximately  $28,000.  The  amount  of  blind 
pensions  for  which  the  county  is  liable,  exceeds  $50,000  and  you  will 
be  interested  to  know  that  this  county,  which  this  last  year  was 
required  to  make  a  quadrennial  assessment  of  real  estate,  had  only 
$1,200  to  devote  to  that  purpose,  and  the  job  is  not  yet  completed. 

That  gives,  I  think,  a  rather  clear  indication  of  what  can  happen, 
when  you  allow  property  to  be  sold  for  less  than  the  amount  of  the 
accumulated  tax  bills.  I  am  not  sure  at  all  that  you  can  lay  down 
a  hard  and  fast  rule — in  fact  I  am  certain  you  cannot — that  prop- 
erty should  not  be  sold  for  less  than  the  amount  of  the  tax  bill. 
I  have  seen  enough  real  estate  swindles  to  indicate  that  that  rule 
would  not  work.  I  am  equally  sure,  on  the  other  hand,  that  the 
sort  of  condition  which  obtains  in  Williamson  County  is  certainly 
a  disgrace  to  a  civilized  community.  On  the  other  hand  also,  I 
think  there  is  this  question  that  ought  to  be  rather  frankly  faced, 
as  to  whether  or  not  the  government  has  any  business  allowing 
property  to  be  sold  for  taxes,  when  the  previous  occupants  of  that 
land  and  property  were  unable  to  make  a  living  on  it,  or  to  make 
enough  out  of  the  land  to  return  low  taxes. 

In  connection  with  any  program  of  tax  sales,  there  ought  to  be, 
as  a  part  and  parcel  of  that  program,  the  development  of  a  land 
utilization  policy,  so  that  the  marginal  tracts  will  not  be  sold  to 
new  suckers,  with  the  state,  through  its  policy  and  exactions,  con- 
tinuing to  tie  people  to  the  soil  who  should  be  moved  elsewhere. 

Chairman  Fairchild:  A  couple  of  minutes  more. 
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Mr.  Simeon  E.  Leland  (continuing)  :  How  many  did  you  say? 
Two  is  all  right.  There  are  some  alternatives,  I  think,  that  ought 
to  be  considered  in  developing  a  collection  mechanism.  Whether 
or  not  you  can  develop  successful  collection  devices,  without  neces- 
sarily interfering  with  the  possession  and  enjoyment  of  property. 
Receiverships,  composition  agreements,  garnishment,  attachment, 
even  the  curtailment  of  certain  services  of  government,  as  a  penalty 
for  the  non-payment  of  taxes,  or  jail  penalties,  such  as  Mr.  Long 
employs,  might  be  thought  of  as  alternatives  to  tax  sale  devices. 

We  have  made  some  attempt  to  employ  the  receivership  idea,  and 
with,  I  think,  a  fair  amount  of  success.  That  is  a  thing  that  ought 
to  receive  more  consideration.  We  ought  to  focus  attention 
upon  the  prevention  of  delinquency,  devoting  infinitely  more  at- 
tention to  the  equity  of  assessments,  and  to  economy  and  efficiency 
in  government,  plus  the  adoption  of  installment  payments,  and  that 
sort  of  thing,  so  that  the  necessity  for  depriving  people  of  property 
by  means  of  sale  won't  need  to  be  resorted  to  as  frequently  as  it 
has  been.     Thank  you. 

Chairman  Fairchild:  I  will  now  turn  over  my  function  as 
presiding  officer  to  the  president  of  the  association  who  will  be  your 
chairman  for  the  remainder  of  the  session. 

Chairman  Long  :  Thank  you.  Let  me  congratulate  you  upon 
the  splendid  manner  in  which  you  have  conducted  this  round  table, 
and  the  splendid  group  of  students  you  have  brought  here  to  per- 
form for  you. 

I  want  to  say,  before  too  many  have  left  the  room,  that  we  shall 
continue  for  a  while. 

The  executive  committee  of  the  committee  on  resolutions  has 
been  selected,  with  Zenas  W.  Bliss,  as  chairman,  and  Ray  L.  Riley 
of  California,  A.  O.  Brown  of  Massachusetts,  A.  J.  Maxwell  of 
North  Carolina,  Quincy  A.  Davis  of  Ohio,  E.  T.  Miller  of  Texas, 
Fred  L.  Fox  of  West  Virginia  and  Harold  M.  Groves  of  Wisconsin. 

I  also  want  to  make  a  further  remark,  because  it  seems  to  me 
that  what  has  happened  this  afternoon  gives  me  the  opportunity 
to  illustrate  the  benefit  which  an  association  of  this  kind  seeks  to 
bring  to  those  people  who  interest  themselves  sufficiently  to  keep 
in  touch  with  the  proceedings  of  these  conferences,  as  well  as  the 
Bulletin.  It  is  my  good  fortune  to  be  able  to  call  upon  one  who 
will  speak  briefly  on  that  matter,  because  I  am  afraid  I  did  not  get 
the  story  over  as  well  as  I  might,  of  urging  all  who  can,  to  become 
members  of  the  association.  I  am  going  to  ask  a  long  time  prac- 
ticing attorney  of  Chicag.o  as  to  what  he  has  found  in  that  regard, 
so  that  those  of  you  who  are  engaged  in  private  practice  will  know 
something  other  than  what  I  might  tell  you  or  attempt  to  tell  you 
of  the  proceedings,  and  I  am  wondering  if,  before  we  continue 
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the  discussion,  I  may  make  a  brief  comment.  I  make  it  because 
of  what  Mr.  Leland.  Mr.  McPherson,  Mr.  Fairchild  and  Mr.  Jensen 
have  said — that  this  is  not  the  sort  of  material  that  you  can  carry 
in  your  head,  as  well  as  you  may  have  an  ability  to  carry  other 
subjects  you  are  interested  in.  If  you  have  not  taken  notes,  your 
only  opportunity  for  having  recourse  to  that  sort  of  material  is 
through  the  proceedings.  Now,  delinquency  in  taxes,  can  of  course, 
ultimately  ruin  things,  as  Mr.  Woodworth  has  well  pointed  out. 
Its  virtues  and  its  difficulties  have  been  very  clearly  outlined  to  you. 
Therefore  I  say  that  it  is  well  worth  while,  just  to  get  these  papers 
at  this  conference  alone,  to  say  nothing  about  the  entire  twenty- 
eight  conferences. 

I  will  ask  Air.  dishing  to  explain  what  a  benefit  that  has 
been  to  him. 

Mr.  Royal  B.  Cushixg  (Illinois)  :  Mr.  President,  I  didn't  know, 
when  1  suggested  something  to  Mr.  Query,  that  the  chairman  was 
going  to  call  upon  me  to  state  this  to  you,  but  I  thought  his  in- 
vitation to  you  to  become  members  of  the  Xational  Tax  Association 
was  lacking  in  some  particulars. 

I  was  invited  once  to  join  the  Xational  Geographic  Society,  as 
perhaps  some  of  the  rest  of  you  have.  That  did  not  appeal  to  me 
very  much,  until  1  saw,  after  I  subscribed  to  the  National  Geographic 
magazine,  that  it  was  well  worth  the  price  of  admission. 

Now,  the  record  of  the  proceedings  of  this  conference  is  well 
worth  the  price  of  admission  to  the  Xational  Tax  Association.  It 
records  every  paper  presented  and  also  every  comment  presented 
at  the  meetings.  It  is  worth  the  price  of  admission,  just  for  the 
jokes  and  good  stories  recorded;  but  in  addition  to  all  that,  we  have 
the  monthly  tax  Bulletin,  that  I.  as  a  practicing  attorney,  feel  is 
worth  more  than  the  five  dollars  membership  fee  in  the  Xational 
Tax  Association. 

That  is  all  I  have  to  offer.  Mr.  President. 

Chairman  Long:  I  am  very  grateful  to  you,  Mr.  Gushing. 

Now,  I  am  wondering  if  you  will  want  to  discuss  this  subject 
any  further.  We  have  ten  minutes  in  which  to  do  that  or  to  ask 
questions  in  relation  to  the  subject  matter  of  this  afternoon. 

Mr.  Oscar  Leser  (Maryland):  I  merely  thought  that  this  was 
a  good  opportunity  to  call  attention  to  a  system  of  collecting  taxes, 
water  rents  and  special  paving  taxes  which  has  been  installed  in  the 
City  of  Baltimore.  Some  mention  has  been  made  here  of  paying 
taxes  in  installments — two.  three,  four,  or  even  ten. 

We  have  a  system  by  which  you  can  pay  taxes  in  one  hundred 
installments  if  you  want  to.  and  I  asked  our  very  active  and  effi- 
cient collector  of  taxes.  Thomas  G.  Young,  of  Baltimore,  to  set 
down  very  briefly  what  that  system  is.  I  will  take  the  liberty  of 
reading  this  statement  from  him. 
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He  says : 

"  Four  years  ago,  when  I  took  charge  of  this  department,  I 
soon  found  that  conditions  demanded  that  the  city  revise  its 
collection  methods,  because  of  the  tremendous  competition  that 
existed,  to  secure  a  person's  money.  It  was  also  very  apparent 
that  the  method  of  demanding  the  entire  sum  due  for  tax  pay- 
ments, at  one  time,  was  obsolete,  because  the  people  were  edu- 
cated to  buy  things  upon  the  instalment  plan ;  many  of  them 
had  no  bank  account  and  we  felt  compelled  to  make  some  ar- 
rangement so  that  the  payment  of  their  taxe>  would  be  just  as 
easy  as  the  payment  of  most  of  their  other  obligations. 

Our  tax  savings  department  was  the  first  department  of  its 
type  to  be  used  by  any  city  and  the  results  which  we  have 
obtained  prove  that  this  method  of  collection  was  badly  needed. 

Accounts  can  be  opened  for  any  bill  of  $10  or  more  due  the 
city  for  taxes,  either  current  or  in  arrears.  Amounts  are  ac- 
cepted at  times  convenient  for  the  taxpayer  and  in  sums  from 
SI  up.  It  is  understood,  of  course,  that  the  entire  bill  will  be 
liquidated  within  some  reasonable  period. 

During  the  year  1934,  the  tax  savings  department  collected, 
through  deposits  of  small  amounts,  a  total  of  $2,700,000. 

"  The  money  is  accumulated  in  this  department  until  the  en- 
tire amount  of  the  bill  has  been  received,  when  a  receipt  is 
issued,  just  the  same  as  though  the  tax  payer  had  paid  the  bill 
in  one  sum. 

"  When  amounts  are  deposited,  entries  in  the  pass  book  and 
upon  the  ledger  card  are  made  by  the  National  Cash  Register 
machines,  which  not  only  print  the  amount  in  the  book  and 
upon  the  card,  but  register  this  amount  upon  a  tape  which  is 
locked  in  the  machine." 

I  may  say  in  addition  that  the  Post  Office  Department  has  aided. 
I  had  a  letter  myself,  unfortunately,  dunning  me  for  a  tax  bill, 
on  which  the  post  mark  read  "  Prompt  payment  will  help  lower 
taxes." 

Those  are  the  devices  that  have  been  resorted  to  there  with  very 
great  success. 

One  more  word  on  this  question  of  tax  limitation;  there  was  a 
proposal  to  amend  the  city  charter  of  Baltimore,  by  fixing  a  limit 
of  one  percent,  plus  loan  service  charges,  the  prevailing  rate  being 
in  the  neighborhood  of  two  and  one-quarter  to  two  and  one-half 
percent. 

We  had  a  campaign  of  education,  and  although  the  proposition 
was  very  alluring,  and  it  was  usually  very  easy  to  convince  a  man 
that  he  wanted  his  taxes  lowered,  nevertheless  the  result  of  that 
campaign  was  that  the  proposition  was  defeated  by  a  vote  of  86,000 
against  50,000. 
18 
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Mr.  Roger  J.  Traynor  (California)  :  Do  you  pay  interest  on 
these  accounts  as  they  are  paid  in  ? 

Mr.  Oscar  Leser  (Maryland)  :  So  long  as  the  banks  allowed 
interest  on  deposits,  such  interest  I  understand  is  allowed  on  these 
accounts,  but,  of  course,  the  banks  are  no  longer  paying  interest. 

Mr.  Roger  J.  Traynor  (California)  :  Do  you  have  any  estimate 
of  the  cost  per  dollar  collected,  of  your  advertising  campaign,  etc.? 

Mr.  Oscar  Leser  (Maryland)  :  No,  I  haven't,  but  I  don't  think 
it  is  very  considerable. 

Chairman  Long  :  I  think  it  is  probably  fair  to  say  as  to  Mr. 
Traynor's  questions  to  Mr.  Leser  that  collecting  taxes  in  Baltimore 
is  not  one  of  Mr.  Leser's  duties. 

Mr.  Oscar  Leser  (Maryland)  :  No,  but  I  am  interested  and  have 
observed  these  things. 

Chairman  Long  :  You  might,  when  you  are  a  delinquent  tax 
payer,  yes. 

Mr.  Oscar  Leser  (Maryland)  :  I  didn't  say  that  I  was  delinquent. 
We  send  out  tax  bills  before  you  are  delinquent.  I  want  to  explain 
this :  before  this  system  was  inaugurated,  there  was  a  system  by 
which  the  various  banks  accepted  tax  savings  accounts,  just  as 
they  do  Christmas  funds.  When  the  crash  came — the  great  holiday 
—that  went  to  pieces.  Following  that,  the  tax  collector  himself  set 
up  this  fund.  Of  course  this  does  not  save  interest  or  penalties. 
If  the  sum  in  the  account  does  not  amount  to  enough  to  pay  the 
tax  without  interest,  it  is  used  to  pay  whatever  charge  is  due. 

Chairman  Long  :  Being  thus  a  banker,  he  does  not  have  to  be  a 
member  of  the  Federal  Reserve  System? 

Mr.  Oscar  Leser  (Maryland)  :  He  would,  if  Senator  Glass  had 
his  way. 

Chairman  Long:  One  of  the  gentlemen  from  Michigan  wants 
to  know  how  well  they  have  operated  in  Illinois  under  the  Skarda 
Act. 

Mr.  Simeon  E.  Leland  (Illinois)  :  For  the  benefit  of  those 
who  may  not  be  familiar  with  the  provisions  of  the  Skarda  law, 
it  provides  that  whenever  taxes  on  income-producing  property  are 
delinquent,  the  county  treasurer  may  go  into  court  and  file  a  petition, 
asking  that  a  tax  receiver  be  appointed,  to  take  over  the  property, 
administer  it  and  apply  the  proceeds,  after  paying  certain  neces- 
sary expenses,  to  the  liquidation  of  those  taxes. 

Since  the  Act  went  into  effect  there  have  been  approximately 
20,000  parcels,  against  which  petitions  have  been  filed.  Now,  that 
does  not  mean  that  there  were  20,000  receiverships.  The  number 
of  receiverships  is  something  over  700  at  the  present  time. 
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A  picture  of  what  has  happened  is  indicated  by  the  figures  on 
tax  collections  for  the  year  before  and  the  year  after  the  adoption 
of  that  Act.  In  the  year  preceding  the  receivership  law  the  de- 
linquent tax  collections  amounted  to  $15,321,000.  The  year  follow- 
ing, the  delinquent  collections  amounted  to  $46,998,000.  The  total 
of  both  delinquent  and  current  taxes  collected  the  year  before  the 
Act  went  into  effect  amounted  to  $69,239,000,  and  the  year  follow- 
ing the  adoption  of  the  Skarda  Act  it  was  $166,804,000.  Now,  in 
this  case,  as  in  many  others,  it  is  believed  that  the  threat  that  a 
receiver  may  be  appointed  is  more  effective  in  bringing  taxes  in, 
than  the  payments  received  under  the  operation  of  the  receiver- 
ships, after  appointment.  It  has  become  the  game  of  driving  the 
tax  payer,  through  fear,  to  pay  his  taxes,  the  same  as  in  the  case 
of  a  tax  sale.  In  one  case  they  fear  the  property  will  be  taken 
away,  and  in  the  other  case  they  fear  a  receiver  will  be  appointed, 
and  the  possibility  that  a  person  may  be  placed  in  charge  of  the 
property  is  sufficient  to  bring  about  these  results.  I  think  that 
probably  answers  the  question. 

Chairman  Long:  Thank  you  very  much  Doctor.  The  local 
committee  has  been  so  splendid  to  us,  I  believe  in  all  fairness  I 
ought  to  recognize  a  suggestion  that  we  adjourn. 

(Adjournment.) 
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Chairman  Long:  I  think  the  hour  has  arrived  for  calling  the 
meeting  to  order,  but  we  will  suspend  for  a  few  moments  until  a 
few  more  come  into  the  room.  I  am  going  to  ask  Judge  Richard- 
son of  the  Oklahoma  State  Tax  Commission  to  preside  this  even- 
ing. It  is  my  understanding  that  Judge  Richardson  saw  the  light 
of  day  in  South  Carolina,  but  he  early  regretted  that,  and  came 
to  the  State  of  Oklahoma,  and  has  been  here  since.  There  are 
some  South  Carolinans  here  who  will  watch  him  very  closely  and 
I  think  that  perhaps  we  better  disarm  the  South  Carolinans. 

The  Secretary  will  read  a  resolution. 

Secretary  Query  :  Resolved  that  the  program  committee  of  the 
next  annual  conference  of  the  association  be  requested  to  place 
upon  the  program  for  discussion  the  subject  of  local  government 
reorganization  for  the  purpose  of  tax  reduction  and  better  efficiency 
of  administration. 

Chairman  Long  :  Under  the  rules  the  resolution  will  go  to  the 
resolutions  committee,  to  be  reported  on  later. 

Professor  Jensen,  do  you  notice  whether  there  are  any  other 
citizens  out  there  who  should  come  in.  We  want  to  get  the  intelli- 
gentsia in  here,  and  the  rest  can  stay  outside. 

The  recess  is  over,  and  the  great  pleasure  is  afforded  me  of  offer- 
ing as  your  presiding  officer  this  evening,  Judge  E.  L.  Richardson,  of 
the  State  Tax  Commission  of  Oklahoma.  .  I  don't  believe  that  it 
will  be  quite  fitting  for  me  to  say  all  of  the  nice  things  I  could 
say  about  him.  I  will  let  him  sell  himself  in  his  own  way.  I  will 
simply  introduce  to  you  now  Judge  E.  L.  Richardson,  who  will  pre- 
side at  the  evening  session. 

Mr.  E.  L.  Richardson,  presiding. 

Chairman  Richardson:  Mr.  President  and  gentlemen  of  the 
convention ;  both  of  the  other  members  of  my  commission  spoke 
to  you  and  I  think  they  put  me  in  at  this  time  so  that  I  would  not 
feel  slighted.  I  am  a  little  glad  of  it.  There  is  something  about 
the  American  people,  that  causes  us  to  want  to  call  a  fellow's  hand. 
After  a  man  has  been  presiding  for  several  days  over  a  body  of 
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ADDRESS  OF  PRESIDENT  OF  TAX  ASSOCIATION         277 

men  and  ruling  them  with  an  iron  hand,  the  fellows  like  to  see 
somehody  come  along  and  make  him  take  it  for  a  while.  As  I 
start  off  here,  I  want  to  ascertain  about  how  this  is  sounding. 
Can  you  people  hear  me  all  right? 

(Indications  in  the  affirmative.) 

Chairman  Richardson:  You  notice  that  the  president  in  intro- 
ducing me  very  desirably  said  that  he  would  not  say  anything 
about  me.  Now.  you  people  didn't  understand  that,  hut  I  did. 
He  has  been  going  around  here  all  week,  as  T  say,  making  himself 
unpopular.  He  came  to  me  this  afternoon  and  said,  "  Judge,  this 
evening.  I  shall  put  on  my  '  tux  ',  and  get  out  where  the  boys  cannot 
recognize  me,  suppose  you  introduce  me  under  an  assumed  name.'' 
I  said.  "  No.  they  like  them  as  they  come,  and  besides,  you  need 
not  feel  so  great,  because  we  haven't  any  bad  eggs  around  here 
in  Oklahoma  City."  He  said,  "Well.  T  believe  I  will  just  come 
in  my  business  suit,  like  I  have  been." 

As  you  know,  in  all  organizations  of  this  kind  there  are  some 
few  people  who  really  have  a  deep  interest  in  them,  who  make  a 
study  of  them  and  who  help  to  promote  them,  and  if  it  were  not 
for  them  we  could  not  maintain  an  organization  of  this  kind.  Most 
•of  the  fellows  just  come  along  and  sit  around  a  little  while  and  then 
walk  out.  Before  we  get  to  where  we  can  be  of  any  benefit  to 
•ourselves,  or  anybody  else,  we  quit  and  somebody  else  takes  our 
place.  We  have  some  who  stay  with  it.  who  study  it  out,  who  know 
something  about  it,  and  who  are  really  able  to  discuss  matters,  and 
who  are  interested  in  a  convention  of  this  kind  in  a  way  that  every- 
body likes.  Such  a  man  like  that  is  your  president,  and  I  take 
pleasure  in  presenting  your  hard-boiled  president,  Henry  F.  Long. 

President  Henry  F.  Long  :  Judge  Richardson  and  Senator  Gore, 
and  friends  of  many  minutes ;  the  National  Tax  Association  presi- 
dent, through  an  unwritten  law  over  a  long  period  of  years  has 
been  assumed  normally  to  be  sufficiently  balanced  to  sense  that  the 
expressions  he  may  give  utterance  to  as  president  of  the  asso- 
ciation would  be  thought  by  some  to  be  expressions  of  the  National 
Tax  Association. 

Now,  the  National  Tax  Association  was  organized  many  years 
ago,  for  the  purpose  of  permitting  the  tax  administrator,  the 
economist,  the  theorist  in  taxation  and  any  who  may  be  interested, 
to  have  the  benefit  of  an  open  forum,  through  the  medium  of  which 
there  could  be  a  discussion  of  the  problems  of  taxation.  Pur- 
posely, the  membership  of  the  National  Tax  Association  has  been 
of  a  character  that  has  devoted  itself  exclusively  to  tax  problems, 
and  we  use  the  words  "  tax  problems  ",  because  there  is  no  other 
designation  that  entirely  covers  the  subject. 
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It  has  seemed  through  the  years  that  there  has  been  but  little 
interest  on  the  part  of  the  public,  and  it  is  only  within  a  compara- 
tively short  time  that  this  association  has  had  in  its  membership 
and  in  its  conferences,  persons  who  were  not  daily  concerned  with 
the  administration  of  tax  laws  or  with  the  theory  of  tax  laws.  It 
is  a  little  difficult  for  us,  who  have  more  or  less  devoted  our  energies 
to  the  tax  side  of  our  lives,  to  assimilate  that  which  we  attempt 
to  assimilate. 

Please  understand  that  we  have  no  motives ;  we  have  no  par- 
ticular thing  which  we  want  to  accomplish;  we  are,  after  all,  even 
though  we  feel  we  are  steering  a  clear  course,  directing  our  ship  to 
no  particular  port,  other  than  perhaps  a  port  of  better  understand- 
ing and  a  port  that  perhaps  may  ultimately  find  within  its  borders 
the  particular  vessels  that  may  come  in  search  of  such  fragmentary 
knowledge  as  there  may  be  on  taxation;  something  of  benefit  to 
help  them  on  their  way. 

I  am  going  to  try  to  avoid  expressing  any  opinion  publicly, 
because  the  ideal  president  of  the  National  Tax  Association  is  a 
person  who  neither  says  anything  or  does  anything  or  knows  any- 
thing, and  I  think  that  I  could  qualify  in  large  part  on  those  three 
qualifications. 

I  believe  that  it  is  reasonably  fitting  that  I  should  devote  some  little 
time  to  what  might  be  called  the  elementary  side  of  our  activities. 

The  new  group  that  has  come  to  us — and  there  is  a  change  in 
group  each  year — has,  I  fear  come  with  the  thought  that  some- 
how or  other,  in  mingling  with  those  who  have  been  associated 
with  tax  problems  ,all  of  the  manifold  troubles  that  they  see  upon 
their  first  immersion  in  the  sea  of  tax  difficulties  will  be  com- 
pletely dispelled,  and  I  am  rather  of  the  opinion  that  many  have 
gone  away  from  our  conferences,  as  I  have  gone,  particularly  dur- 
ing the  last  four  or  five  years,  who  felt  that  while  they  came  to 
learn,  came  to  be  told  what  could  be  done,  they  have  gone  away 
empty  handed.  They  have  gone  away  no  more  empty  handed  than 
do  we,  because  all  of  us  learn  from  time  to  time,  that  the  longer 
we  consider  the  problems,  the  more  we  learn  from  day  to  day  that 
things  simply  do  not  seem  to  work  out  in  the  way  that  we  think, 
in  theory  they  should.  It  is  because  of  this  never  ending  pursuit 
of  solutions  that  an  organization  such  as  this,  that  has  no  axes  to 
grind,  can  exist.  All  the  work  that  is  put  into  it  is  entirely  volun- 
tary. Whatever  we  do  is  done  with  the  thought  of  helping  our- 
selves, but  if,  by  chance,  some  other  wayfarer  is  assisted,  we  are 
doubly  grateful. 

We  undertake  through  these  conferences  to  offer  the  opportunity 
for  an  expression  of  views;  of  the  facts  which  have  been  disclosed 
in  certain  states,  and  we  undertake  in  the  publication  of  these 
proceedings  to  make  permanently  available  certain  things  in  regard 
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to  what  we  are  pleased  to  call  the  tax  problem.  Also,  through  the 
Bulletin  which  we  issue  monthly,  we  try  to  keep  those  who  are 
members  of  the  National  Tax  Association  more  or  less  in  touch 
with  the  things  which  we  think  should  be  of  interest  to  the  tax 
administrator  and  to  the  economist. 

Having  in  mind  that  we  are  a  conference  of  three  classes  of 
people,  perhaps  those  three  classes  may  be  further  divided  up. 
We  are  primarily  tax  administrators,  who  have  joined  in  the  pur- 
pose of  exchanging  ideas,  but  we  have  very  largely  drawn  in  the 
economists,  teachers  of  political  economy  and  of  the  economic  side 
of  taxation  in  our  colleges,  and  those  who  may  be  called  students 
of  taxation,  and  in  addition  we  are  not  averse  to  having  the  tax 
payer  with  us.  In  fact,  we  want  everyone  to  come  who  has  any- 
thing to  offer  on  the  subject  of  taxes  or  those  things  we  call  taxes. 
The  experience  of  the  last  few  years  must  have  brought  home 
repeatedly  to  your  minds  that  there  is  no  such  thing  as  a  complete 
description  of  the  word  "  tax ".  There  is  no  such  thing  as  the 
so-called  tax  problem.  There  is  no  form  of  taxation  which  solves 
the  problem — if  there  is  a  problem  and  we  could  define  it.  It  is 
because  of  this  that  I  am,  for  the  minutes  that  are  allotted  to  me 
— which  will  be  but  twenty,  and  Senator  Gore  can  talk  the  rest  of 
the  evening — going  to  be  very  elementary. 

After  this  brief  outline  of  the  purposes  of  the  National  Tax 
Association  at  this  its  twenty-eighth  session,  offering  an  open 
forum  for  free  discussion,  and  without  pointing  to  any  conclusions, 
because  we  seek  no  conclusions,  those  of  you  who  perhaps  have 
travelled  along  the  road  much  farther  than  I,  will  be  very  patient 
with  me,  and  perhaps  for  you  who  have  only  stepped  over  the 
threshold  of  this  particular  side  of  life,  and  those  who  are  moving 
along  by  my  side,  the  elementary  talk  that  I  am  now  briefly  going 
to  give  will  not  be  too  bad  for  you  to  listen  to. 

It  seems  to  me  that  most  people  would  be  totally  unaware  of 
what  might  be  called — if  there  were  such  a  science — the  science 
of  taxation.  There  is  no  science  in  taxation.  There  is  but  little 
logic  in  taxation,  but  we  have  to  give  it  some  title  and  therefore  let 
us  call  it  the  science  of  taxation. 

During  the  years  we  have  found  but  little  support  for  any  of  the 
suggestions  that  we  may  have.  We  have  found  nothing  even  by 
way  of  criticism;  but  suddenly  there  has  been  thrown  upon  us 
through  the  newspapers,  and  even  in  the  magazines,  much  that 
is  prompted  by  definite  purposes.  It  is  that  sort  of  difficulty  which, 
it  seems  to  me,  has  caused  this  association  some  concern.  Even 
though  there  are  elementary  things,  to  anyone  who  is  engaged  at 
all  in  the  study  of  taxes,  it  is  seemingly  not  good  news,  at  least 
it  does  not  make  good  reading,  to  go  along  the  line  of  plain  fact, 
in  respect  to  taxation. 
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Many  people  say  taxation  is  extremely  complicated.  Taxation 
is  not  complicated.  It  is  the  most  simple  thing  that  we  have. 
Most  people  seem  to  think  that  when  there  are  tax  people  gath- 
ered together,  they  are  there  merely  to  devise  some  way  in  which 
people  can  be  compelled  to  give  more  funds ;  so  that  money  can  be 
spent  in  a  way  which  can  be  definitely  detrimental  to  the  people  as 
a  whole.  We  have  failed,  not  as  tax  administrators  but  as  citizens, 
in  making  it  clear  to  all  of  our  people,  from  the  school  age  up,  that 
taxes  are  nothing  more  or  less  than  an  expression  of  what  they 
themselves  have  caused  to  spring  into  being,  perhaps  unwittingly, 
but  nevertheless  brought  into  being  and  requiring  payment  in  money. 

We  have  nothing  to  do,  other  than  what  we  have  to  do  as  good 
citizens,  with  the  creation  of  expenditures. 

If  you  undertake  to  trace  the  origin  of  any  single  one  of  our 
activities  which  brings  large  governmental  costs,  you  would  find 
difficulty  in  tracing  it  to  its  source.  It  likely  grew  from  very  small 
beginnings,  and  expanded,  as  people  accepted  the  idea  and  de- 
veloped it  into  proportions  which  required  substantial  revenues. 
So  we,  as  tax  administrators,  face  on  the  one  hand  the  vast  hope 
of  the  people,  finding  expression  perhaps  through  the  newspapers, 
as  the  most  convenient  medium,  for  an  opportunity  to  better  them- 
selves, in  respect  to  their  health,  their  mental  development,  their 
safety,  and  those  things  which  can  be  considered  as  pleasures. 
There  has  developed  through  the  years,  an  enormous  charge,  to 
take  care  of  these  things,  which  the  people,  perhaps  unwittingly, 
perhaps  complacently,  and  perhaps  by  design,  have  asked  that  gov- 
ernment to  do  for  them.  Collectively  we  can  do  much ;  collectively 
we  can  do  great  good,  and  collectively  we  can  do  great  harm. 
There  has  not  been  developed  as  yet,  any  genius  sufficiently  unbiased 
and  unselfish  to  control  and  direct  our  people  along  a  development 
of  social  benefit,  or  in  any  other  way,  which  would  march  along 
with  the  ability  to  pay;  and  it  is  with  ability  to  pay,  namely,  the 
opportunity  of  getting  sufficient  funds  to  take  care  of  this  particular 
concern  of  government,  that  we  are  directly  interested. 

We,  as  tax  administrators,  therefore  face  a  tax  bill  to  pay.  It 
is  not  of  our  creation.  It  is  a  creation  of  many  factors.  It  is 
there,  however,  each  day,  and  whether  it  is  for  services  or  materials, 
it  can  be  satisfied  only  by  cash.  And  cash,  strangely  enough,  even 
though  the  recipient  of  the  goods  may  accept  it  with  a  great  deal 
of  comfort  and  satisfaction,  is  not  forthcoming,  unless  there  is  some 
kind  of  compulsion,  sad  as  we  believe  it  to  be,  to  compel  payment. 

It  is  true  that  traditionally  we  find  that  people  are  more  or  less 
content  with  the  payment  of  taxes  in  respect  to  property  only,  but 
as  you  have  found  through  these  sessions,  there  is  a  tendency  to 
even  be  relieved  of  that.  But,  aside  from  the  traditional  thought  that 
the  possession  of  land  and  buildings,  and  perhaps  livestock,  carried 
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with  it  the  requirements  to  pay  for  governmental  henefits,  there  is 
generally  nothing  that  can  be  found  in  the  body  of  the  people  which 
is  indicative  at  all  of  a  desire  to  contribute  to  the  cost  of  govern- 
ment. And  yet,  I  am  one  of  those  who  believe  that  if  we  can  get 
to  the  people  of  the  country,  the  people  of  our  small  or  our  large 
communities,  irrespective  of  the  size  of  the  governmental  unit,  the 
real  thing  that  government  does  for  them,  we  shall  find  them  ex- 
ceptionally receptive  to  the  thought  that  as  they  have  enjoyed  the 
benefits,  they  should  contribute  to  its  expense. 

The  man  who  comes  for  the  first  time  to  a  tax  conference  prob- 
ably comes  with  all  the  prejudices  of  the  street.  Usually  he  re- 
ceives more  advice  about  taxes  from  the  man  who  talks  to  him  on 
the  street  corner  than  he  will  ever  obtain  from  any  other  source, 
no  matter  how  much  he  studies  the  problem,  because  if  there  is  any 
one  person  in  the  world  who  knows  all  there  is  to  be  known  about 
taxes,  it  is  the  man  who  stands  on  the  street  corner  and  expounds 
his  own  particular  idea  as  to  what  taxes  should  be.  But,  we  know, 
and  he  will  soon  learn,  that  it  is  a  constant  struggle,  and  that  it  is 
through  such  bodies  as  the  National  Tax  Association — perhaps  I 
should  say  through  the  National  Tax  Association,  because  there 
is  no  other  body  like  it  in  the  United  States  of  America — that  he 
will  find  an  opportunity  to  perhaps  forecast  what  is  going  to  be 
our  problem  on  the  morrow  and  in  the  future. 

Now,  what  have  we  to  consider  as  to  the  future  ?  First  we 
have  the  traditions  of  our  people,  second,  we  have  the  natural 
resistance  on  the  part  of  persons  to  contribute  anything.  It  is 
natural.  We  must  recognize  the  fact,  and  we  cannot  change  it, 
that  persons  are  not  thoroughly  aware  of  the  benefits  which  gov- 
ernment can  bring  to  them.  Perhaps  it  has  been  used  too  many 
times  for  selfish  purposes ;  and  perhaps,  there  has  not  been  brought 
home  to  them  the  relation  between  their  dollar  and  the  tax  dollar. 

We  have  been  obliged  through  the  years,  to  devise  various  forms 
of  taxation.  We  have  devised  property  taxes,  speaking  generally, 
on  things  that  can  be  seen,  things  than  can  be  passed  from  hand 
to  hand  and  realized  on  in  a  money  way,  or  sensed  as  something 
of  value.  There  lies  the  base  rock  of  all  our  tax  raising  revenue. 
When  I  say  tax  raising  revenue,  what  I  really  mean — and  I  wish 
the  people  of  American  could  always  have  this  particular  thought 
in  their  minds — is  that  for  every  single  dollar  that  falls  onto  the 
desk  of  every  tax  administrator,  there  is  a  bill  to  pay,  for  services 
or  materials,  and  it  is  his  duty  to  see  that  that  bill  is  taken  care  of. 
So,  we  have  relied  upon  the  property  tax. 

Now  in  pursuing  this  traditional  reliance  upon  the  property  tax, 
we  are  bound  by  the  decisions  of  our  courts  and  the  constitutions  of 
our  states,  to  say  nothing  of  the  statutes,  which  are  seldom  devised 
in  a  manner  which   would   meet  with   the  approval   of  the  careful 
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student  or  administrator  of  taxation.  They  are  normally  devised  by 
persons  seeking,  perhaps  honestly,  some  particular  expression  of  their 
thought  as  to  the  raising  of  revenue.  We  are  thus  constantly  having 
problems  on  this  account. 

The  second  thing  we  have  undertaken  to  do,  as  our  complex  society 
has  developed,  as  business  has  become  extremely  complicated,  just 
as  have  our  own  individual  lives,  has  been  to  try  to  find  an  expres- 
sion to  represent  a  tax  upon  the  individual's  opportunity  for  the 
development  of  wealth.  For  this  part  of  a  tax  we  frequently  use 
the  term  "  excise  "  or  "  privilege  ". 

So,  we  have  developed  two  main  sources  of  revenue  in  this  coun- 
try, first,  the  ancient  thing,  the  thing  that  is  still  engaging  our  at- 
tention, namely,  a  tax  on  property,  the  thing  that  you  can  see,  and 
regardless  of  what  any  of  you  may  think  in  theory  is  sound,  a  thing 
upon  which  we  must  in  my  opinion,  always  rely,  in  the  main,  for 
the  support  of  our  governmental  activities,  because  it  is  practical ; 
and  it  has  sustained  us  during  the  years.  The  people  accept  it, 
and  we  must  not  lose  sight  of  that  important  feature 

Then  we  have  spread  in  large  part  these  privilege  and  excise 
taxes.  We  are  able  to  tax  property  but  once.  Although  there  may 
be  no  legal  objection  to  double  taxation,  there  is  something  more 
or  less  repellant  to  people,  in  the  thought  that  there  should  be  a 
tax  on  a  thing  twice  and  we  have  had  to  resort  to  the  device  of 
taxing  some  of  our  privileges,  such  as  the  privilege  you  heard  of 
this  morning,  of  the  dead  leaving  that  which  they  had  accumulated 
to  the  living,  or  the  running  of  a  bank,  or  the  running  of  an  auto- 
mobile, or  the  conduct  of  any  of  the  activities  which  could  not  be 
conducted,  except  by  the  consent  of  the  sovereign.  As  we  have  no 
way  of  exact  measurement,  we  have  undertaken,  through  the  years 
to  devise  some  yard  stick,  through  which  we  could  get  something 
comparable  to  that  which  was  given  by  the  sovereign,  in  return  for 
governmental  benefits.  And  for  measuring  these  excise  or  privilege 
taxes,  these  franchises,  or  what  you  may  call  them,  we  can  use  prop- 
erty, which  itself  may  have  been  taxed,  as  a  yard  stick  to  measure 
the  particular  privilege  which  has  been  given.  It  may  take  the  form 
of  a  gross  income  tax,  or  a  net  income  tax :  it  may  be  any  form  that 
can  be  imagined.  Tomorrow  there  will  be  a  discussion  of  these 
forms.  There  will  be  a  constant  expansion  of  the  various  taxes 
upon  which  government  must  rely,  in  order  to  get  sufficient  revenue, 
but  it  will  always  meet  with  more  or  less  resistance  from  the  people. 
And  it  seems  to  me  that  we,  as  tax  administrators  and  students  of 
taxation,  while  we  may  also  think  in  terms  of  the  theory  of  taxa- 
tion— what  ought  to  be  a  good  tax — must  nevertheless  ultimately  bow 
to  what  the  people  themselves  will  take.  Ultimately  they  will  take 
the  kind  of  taxes  which  seem  to  fit  into  their  economy  of  living. 
If  we  undertake  to  force  a  tax  upon  them,  before  they  are  ready  to 
accept  it,  it  simply  will  not  work.     We,  as  tax  administrators,  how- 
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ever,  know  that  the  bill  is  going  to  be  paid,  if  not  in  one  way,  in 
another;  if  not  out  of  income,  it  will  be  paid  out  of  property;  and 
it  may  be  that  we  shall  go  along  the  road  too  far  in  expenditure, 
without  heeding  the  time  when  we  shall  be  unable  to  pay. 

A  third  type  is  the  tax  we  have  on  individuals,  and  there  are 
many  expressions  of  that  tax.  There  is  the  poll  tax.  the  sales  tax, 
which  has  the  aspects  of  an  income  tax,  which  in  turn  has  the 
aspects  of  a  property  tax,  and  thus  comes  back  to  what  is  the  base 
rock  of  the  tax  structure,  namely,  the  property  tax. 

Unfortunately,  I  have  thirty  seconds  left,  and  I  have  only  started 
to  scratch  the  surface  of  what  I  intended  to  say  to  you ;  but,  I  am 
going  to  thank  you  most  graciously  for  your  patience  in  listening 
to  me,  and  at  the  same  time  I  am  going  to  say  that  I  am  very  pleased 
at  this  opportunity  of  speaking  to  you  from  the  same  platform  which 
the  Senator  from  Oklahoma  splendidly  graces.  I  am  grateful  to  you 
for  your  patience  during  the  week.  I  am  grateful  to  you  for  this 
opportunity.  Sometimes  when  I  can  get  you  a  little  more  alone, 
and  there  is  no  limit  on  time,  I  am  really  going  to  try  to  give  you 
something  in  respect  to  taxes  as  seen  from  the  eye  of  a  tax  admin- 
istrator. 

Chairman  Richardson  :  I  didn't  make  much  noise  about  it  but 
that  is  one  speech  that  I  am  going  to  read,  after  it  comes  out.  You 
gentlemen  coming  from  different  states  and  different  countries  have 
men  in  your  states  whom  you  are  proud  to  present,  who  can  make 
speeches  and  develop  thoughts  that  you  like  strangers  to  hear.  We 
have  them  in  this  state.  Outstanding  among  them  is  Hon.  Thomas 
P.  Gore,  one  of  our  United  States  Senators,  who  I  now  take  pleasure 
in  introducing. — Senator  Gore. 

OUR  STRENGTH  AND  OUR  BURDEN 

HONORABLE   THOMAS    P.    GORE 
United  States  Senator  from  Oklahoma 

Air.  Chairman,  Ladies  and  Gentlemen  and  Delegates  to  the  Con- 
vention : 

Times  are  improving  and  we  all  wish  to  accelerate  that  improve- 
ment. There  are  many  signs  that  the  East  is  reddening,  that  the 
gray  dawn  is  breaking.  We  can  all  see  signs  and  have  the  belief 
that  the  unrisen  sun  is  even  now  flushing  to  the  dawn. 

My  friends,  I  desire,  without  too  much  pedantry,  to  give  you  my 
definition  of  statesmanship,  as  a  sort  of  background  to  what  I  shall 
say.  Some  one  has  defined  a  statesman  as  one  who  computes  sec- 
ondary reactions.  Almost  anyone  can  compute  primary  reactions. 
My  definition  would  be  that  statesmanship  is  computing  the  final 
effects,  not  the  first  effects.  Almost  anybody  can  see  or  foresee 
what  the  first  effect  of  legislation  or  any  other  policy  will  be.     It  is 
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not  the  first  effect  or  primary  reaction  that  determines  the  character 
of  your  legislation.  It  is  what  settles  down  as  the  final  effect,  as 
the  finished   product. 

I  am  not  a  tax  expert  and  I  feel  my  limitations  in  addressing  an 
assemblage  of  experts.  Any  hope  that  my  remarks  might  have  any 
interest  at  all  will  be  due,  not  to  what  I  shall  say,  but  rather  to 
the  point  of  view  from  which  I  speak,  the  point  of  view,  not  of  an 
expert,  but  of  one  who  has  been  engaged  in  the  practical  matter  of 
tax  legislation. 

I  served  some  nineteen  years  in  the  Senate,  and  thirteen  years  on 
the  Senate  Finance  Committee,  which  deals  with  taxation ;  and  I 
have  dealt  with  taxation  as  a  fact  and  not  as  a  theory.  Now,  what- 
ever interest  may  be  due  to  my  point  of  view  is  further  limited, 
because  of  the  fact  that  my  own  views  are  not  typical  of  those  of 
my  associates.  Either  I  am  somewhat  peculiar  or  else  they  are 
somewhat  peculiar ;  either  I  am  a  little  eccentric  or  else  they  are  off 
center,  so  that  our  views  are  not  entirely  in  accord 

I  have  chosen  this  evening  the  subject  "  Our  Strength  and  Our 
Burden  ".  I  chose  that  subject,  not  in  order  to  play  the  part  of 
the  skeleton  at  the  banquet,  but  I  do  think  that  we  all  should  weigh 
our  burdens  as  well  as  our  strength,  and  measure  our  strength  as 
well  as  our  burdens.  We  ought  to  emulate  rather  the  ant  than  the 
grasshopper,  rather  the  bee  than  the  butterfly,  and  take  some  ac- 
count of  the  future.  It  is  said  that  the  chief  difference  between  the 
savage  and  the  civilized  man  is  to  be  found  in  the  fact  that  the  latter 
makes  provision  for  the  future  and  the  former  does  not.  The  views 
which  I  shall  express  in  this  presence  may  be  regarded  as  somewhat 
primitive,  as  somewhat  archaic,  by  the  experts  here  assembled,  but 
I  am  one  of  those  who  still  believes  that  taxation  is  a  necessary  evil, 
or,  to  say  the  best,  that  it  is  a  necessary  burden.  I  do  not  believe 
there  is  any  such  thing  as  a  good  tax.  Some  taxes  are  better  than 
others,  some  are  worse  than  others.  I  don't  think  there  is  such  a 
thing  as  a  good  tax  per  se.  I  still  think  that  an  unnecessary  tax  is 
an  unjust  tax.  I  do  not  believe  taxes  ought  to  be  imposed  for  any 
purpose  except  to  raise  revenue ;  and  I  do  not  believe  that  revenue 
ought  to  be  raised  for  any  thing  except  for  public  uses  and  for 
public  purposes. 

I  do  not  think  that  a  tax  should  be  imposed  merely  to  effectuate 
some  economic  change,  or  to  carry  out  some  social  aim  or  end,  as 
such.  You  see,  the  social  ends  and  aims  for  which  I  would  invoke 
the  power  of  taxation  would  be  salutary  ends  and  aims ;  but  some 
one  with  less  wisdom  or  less  infallibility  than  myself  might  resort 
to  the  taxing  power,  even  to  undo  the  idealistic  schemes  which  I 
would  support. 

I  presume  that  nearly  everyone  has  some  scheme  or  dream  for 
distributing  wealth,  for  sharing  the  wealth  of  the  land.  Personally 
I  think  that  those  who  share  the  work  should  share  the  wealth,  and 
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that  those  who  share  the  wealth  should  share  the  work,  and  they 
should  share  the  wealth  in  proportion  to  what  they  contribute  to 
the  production  of  wealth.  That  is  the  best  way,  if.  indeed,  it  is 
not  the  only  way,  to  keep  the  hand  of  the  privileged  out  of  the  pockets 
of  the  unprivileged.  For  my  part,  I  desire  to  do  so  The  great 
scholar  John  Fiske,  of  president  Long's  state,  at  one  time,  declared 
that  where  the  power  to  tax  resides,  there  sovereignty  resides.  The 
power  to  tax,  the  power  to  take  what  one  man  has  earned  by  the 
sweat  of  his  brow  and  apply  it  to  the  uses  or  the  needs  of  another 
man  or  other  men,  is  the  power  of  sovereignty.  Indeed,  that  is 
almost  as  much  power  as  any  tyrant  has  sought  or  has  coveted. 
I  believe  it  was  Hegel  who  said  that  the  only  lesson  that  we  learn 
from  history  is  that  we  learn  no  lesson  from  history  But,  there  is 
one  lesson  so  conspicuous  that  we  cannot  fail  to  learn  it :  that  lesson 
is  that  many  of  the  greatest  revolutions  of  the  past  have  been  due 
to  excessive  and  ruinous  taxation.  Rehoboam  laid  a  heavy  yoke  on 
Israel.  He  told  them  that  his  little  finger  would  be  thicker  than 
the  loins  of  his  father;  and  he  drove  the  ten  tribes  into  rebellion,  and 
established  an  independent  kingdom. 

Charles  the  First  of  England  resorted  to  arbitrary  taxation,  in 
the  form  of  ship  money,  and  that  first  lost  him  his  crown,  and  then 
lost  him  his  head. 

The  British  Parliament  imposed  taxes  upon  our  colonial  ancestors 
without  their  consent,  and  revolt  rent  the  British  Empire  asunder. 
Excessive  taxes  imposed  by  the  King  of  France  and  the  nobles  of 
France  precipitated  that  country  into  revolution,  one  of  the  bloodiest 
revolutions  in  all  the  bloody  tides  of  time.  But  this  subject  is  in- 
teresting, not  on  account  of  these  revolutions  in  the  past,  not  alone 
on  that  account;  the  subject  of  taxation  is  of  vital  concern  today  to 
every  inhabitant  of  every  civilized  nation  on  the  globe  It  touches 
every  man,  woman  and  child.  The  pressure  of  taxation  is  as  uni- 
versal as  the  pressure  of  the  atmosphere  upon  the  earth's  surface. 
It  touches  every  point,  it  touches  everyone.  There  is  no  exception 
to  that  rule  in  a  civilized  land. 

John  Marshall,  Chief  Justice  of  the  United  States,  said  more  than 
a  hundred  years  ago:  "the  power  to  tax  is  the  power  to  destroy." 
The  power  to  tax  IS  the  power  to  destroy.  Justice  Miller  of  the 
supreme  court,  commenting  upon  that  dictum  of  the  Chief  Justice, 
said  that  at  first  blush  it  might  seem  to  be  an  over-statement,  but 
upon  fullest  analysis  it  proved  to  be  literally  true.  He  said  that  the 
government  that  can  tax  your  property  or  your  income  l''|-  can 
tax  it  10%,  can  tax  it  100%.  and  can  really  make  your  property 
and  your  income  valueless  to  you,  can  destroy  the  value  of  property 
and  the  value  of  your  income. 

Delegates  to  this  convention,  let  us  see  how  omnipresent  is  this 
taxing  power. 
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In  the  United  States  today  we  have  182,651  governmental  units 
vested  with  the  sovereign  power  to  tax,  vested  with  the  sovereign 
power  to  levy  taxes,  to  collect  taxes ;  vested  with  the  sovereign 
power  to  create  debts,  vested  with  the  sovereign  power  to  destroy — 
182,651  governmental  units,  including  school  districts.  That  is  one 
taxing  unit  for  every  16  square  miles  in  the  United  States,  one 
taxing  unit  for  every  700  inhabitants  of  the  United  States.  This 
system  of  taxation  is  not  only  extensive,  it  is  intensive;  it  is  not 
only  horizontal,  it  is  vertical ;  it  is  a  pyramid. 

Here  in  Oklahoma  City  there  are  five  governments  or  subdivisions 
of  government  which  impose  taxes  upon  the  inhabitants  of  this  city. 
The  nation  taxes  the  tax  payers  in  this  city,  the  state  taxes  the  tax- 
payers in  this  city,  the  county  taxes  the  tax  payers  in  this  city,  the 
city  itself  taxes  the  tax  payers  in  the  city;  the  school  board  taxes 
the  tax  payers  in  this  city;  to  take  no  account  of  special  assessments 
for  special  improvements. 

There  are  the  hands  of  five  governments  in  the  pockets  of  the  tax 
payers  of  this  town,  in  each  and  every  case.  What  have  these  five 
governments  taken  from  the  pockets  of  the  tax  payers  with  their 
five  hands?  They  have  taken  $130,  not  $130  for  every  tax  payer 
in  Oklahoma  City,  but  these  five  governments  take  $130  from  every 
man,  woman  and  child  within  the  gates  of  the  city  I  speak,  of 
course,  of  the  per  capita  tax,  which,  in  this  city,  as  throughout  the 
United  States,  amounts  to  $130  per  capita.  That  is  $650  of  taxes 
extracted  from  every  family  of  five  within  the  republic  Xow,  $650 
was  one  half  the  annual  income  of  our  wage  earners  prior  to  that 
evil  day  when  prosperity  disappeared  around  the  corner — $130  apiece 
for  every  infant  in  the  nursery. 

Xow,  when  the  government  exercises  the  taxing  power,  just  what 
does  it  do?  Simply  operates  a  siphon.  The  suction  end  is  in  the 
pockets  of  the  tax  payer,  or  in  the  pocket  book  of  the  tax  payer, 
and  the  other  end  is  emptying  into  the  pocket  of  the  individual  who 
happens  to  receive  or  enjoy  the  proceeds  of  the  tax. 

John  C.  Calhoun  divided  the  people  into  tax  payers  and  tax  eaters ; 
and  deprecated  the  day  when  the  tax  eaters  instead  of  the  taxpayers 
should  dominate  the  Government.  He  said  he  feared  that  would 
be  an  evil  day  for  our  free  institutions.  Other  democracies  have 
died.  The  graveyard  of  the  nations  has  many  tombstones  marking 
the  burial  places  of  free  governments,  of  democracies  and  of  re- 
publics. 

Of  course,  I  am  not  talking  of  politics  now,  but  we  do  not  want 
to  run  past  all  the  stop  lights.  We  indulge  in  a  good  deal  of  fine 
talk  about  obtaining  money  from  the  public  treasury,  and  all  our 
appropriation  bills  conclude  with  this  phrase:  so  much  money  "is 
hereby  appropriated  out  of  any  money  in  the  treasury  not  otherwise 
appropriated."  Now,  when  you  analyze  this  public  treasury  and 
break  it  down  into  its  parts,  what  does  it  consist  of?     It  simply 
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consists  of  an  unlimited  number  of  little  pocket  books — of  your 
pocket  book  and  my  pocket  book — and  when  the  Government  of  the 
United  States  puts  its  hand  into  the  public  treasury,  in  order  to  take 
out  a  dollar,  the  tips  of  the  fingers  penetrate  your  pocket  book  and 
mine;  and  the  dollar  that  is  withdrawn  from  the  public  treasury  is 
withdrawn  from  your  private  treasury,  from  your  pocket  book  or 
from  the  pocket  book  of  some  other  honest,  toiling,  patriotic  Ameri- 
can citizen.     Have  no  illusions  upon  that  point. 

We  hear  a  great  deal  about  grants  and  loans  The  general  gov- 
ernment makes  loans  to  states,  counties  and  cities.  If  they  raise 
55*  J  ,  the  government  makes  a  grant  or  a  gift  of  45%.  Just  where 
does  that  45%  come  from?  It  comes  out  of  the  pockets  of  the  tax 
payers  of  this  country.  It  is  not  a  gift.  In  a  real  sense  it  represents 
taxes  taken  out  of  your  pockets  by  the  Federal  Government,  to 
supplement  the  taxes  which  are  taken  out  of  your  pockets  by  the 
state,  county  or  local  governments — dollars  matching  dollars. 

A  great  deal  of  the  discussion  about  tax  reform  consists  merely 
in  redistributing  the  burdens  of  taxation.  What  would  really  count 
would  be  a  lessening  of  the  burdens  of  taxation.  To  shift  the 
burden  from  one  individual  to  another  is  sometimes  important,  some- 
times vital.  To  shift  the  burden  from  one  shoulder  to  another  may 
sometimes  be  of  service.  It  may  stop  the  goose  from  squawking. 
Colbert  said  the  science  of  taxation  consisted  in  plucking  the  goose, 
getting  as  many  feathers,  with  as  little  squawking  as  possible.  So, 
this  matter  of  merely  shifting  the  burden  of  taxation  from  one  to 
another  does  not  quite  answer  my  ideal  of  tax  reform. 

We  have  taken  a  glimpse  at  our  burdens ;  let  us  take  a  glance 
for  a  moment,  at  our  strength,  our  assets,  our  resources.  We  have 
today  in  a  substantial  sense  all  the  material  wealth,  all  the  natural 
resources,  all  the  physical  property  that  we  had  prior  to  the  panic. 
We  have  all  the  lands,  fields,  forests,  mines,  we  have  pretty  much 
all  the  capital,  buildings,  bridges,  railroads,  mills,  machinery;  we 
have  more  money,  marvelous  to  tell.  Measured  in  terms  of  new 
dollars,  we  have  nearly  twice  as  much  gold  today,  or  more,  than 
we  had  prior  to  the  panic.  We  have  not  only  all  of  the  material 
wealth  and  the  natural  resources,  we  have  all  the  human  resources, 
we  have  all  the  labor,  skill,  talent  and  enterprise — I  hope  we  have 
all  the  enterprise.  We  have  all  these  natural  and  all  these  human 
resources  that  we  had  when  we  were  enjoying  a  measure  of  pros- 
perity, and  yet  these  human  and  natural  resources  are  not  quite 
enough  to  insure  prosperity.  Something  in  addition  to  all  those  that 
we  had  then,  we  do  not  have  now.  What  is  that  thing  so  essential 
to  prosperity  which  we  had  then,  and  which  has  now  taken  flight? 
Some  say  confidence,  and,  for  the  want  of  a  better  term,  let  us  adopt 
the  word.     But,  I  shall  not  pursue  that  subject. 

In  1929,  the  year  of  the  peak  and  the  crash,  our  national  wealth 
was  estimated  at  three  hundred  and  fifty  billions,  or  a  little  more 
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than  that  figure.  In  1932  it  had  shrunk  to  two  hundred  and  thirteen 
billion.  There  was  a  shrinkage  of  40%  in  our  national  wealth,  in  a 
period  of  less  than  five  years.  In  1932  our  material  wealth  aggre- 
gated two  hundred  and  thirteen  billions,  and  in  1932  our  debts,  public 
and  private,  long  and  short  term,  aggregated  two  hundred  and 
thirty-eight  billions.  We  owed  twenty-five  billion  more  than  we 
owned ;  we  owned  twenty-five  billions  less  than  we  owed.  Now,  the 
individual  whose  liabilities  exceed  his  assets  is  in  the  shadow  of 
bankruptcy.     So  much  for  our  wealth. 

What  about  our  income? 

In  1929  our  national  income  aggregated  seventy-eight  billions.  In 
1933 — and  I  have  adopted  a  different  year,  I  am  sorry  I  have  not 
the  statistics  for  1932 — in  1933  our  income  had  shrunk  to  forty-four 
billions,  a  shrinkage  of  AZ1/?.'  <  . 

Let  us  break  these  incomes  down  into  the  several  shares  enjoyed 
by  the  different  groups  who  take  part  in  production  and  distribution 
of  wealth  in  this  country — into  wages,  rents,  dividends  interest  and 
profits.  The  nation  must  get  its  income  out  of  the  people's  income ; 
the  nation  must  derive  its  revenue  from  the  people's  revenue;  and 
the  people  must  pay  out  of  their  incomes  their  respective  shares  of 
the  nation's  income.  They  must  pay  out  of  their  wages,  their  sal- 
aries, their  dividends,  their  rents,  their  interest  and  their  profits; 
must  pay  the  nation's  income  or  else  they  must  invade  their  savings 
or  their  capital. 

From  1929  to  1933 — and  1933  was  the  low  water  mark — from  1929 
to  1933,  wages  and  salaries  shrunk  from  a  little  more  than  fifty  to 
a  little  less  than  thirty  billions,  a  shrinkage  of  43%  ;  profits,  or  what 
these  economists  call  withdrawals  of  entrepreneur — whatever  that 
happens  to  mean — shrunk  from  twelve  and  one-half  billions  in  1929 
to  seven  and  one-half  billions  in  1933,  a  shrinkage  of  40%.  Divi- 
dends shrank  from  six  billions  in  1929  to  two  billions  in  1933,  a 
shrinkage  of  66%  ;  and  remember  that  dividends  in  those  days  were 
paid  out  of  surplus  and  not  out  of  earnings.  Rents  shrank,  from 
1929  to  1933,  from  three  and  one-half  billions,  a  little  less,  down 
to  a  little  less  than  one  billion,  a  shrinkage  of  70%.  Interest,  from 
1929  to  1933,  shrank  from  $5,100,000,000  down  to  $4,600,000,000,  a 
shrinkage  of  only  10% .  Of  course,  interest  charges  are  fixed 
charges,  and  the  most  rigid  of  all,  because  the  interest  rate  is  "  nom- 
inated in  the  bond." 

Out  of  these  diminished  incomes  our  tax  payers  were  called  upon 
to  furnish  our  various  governments  with  various  governmental  in- 
comes— national,  state  and  local. 

In  1932,  all  our  governmental  expenditures,  national,  state  and 
local,  approximated  fourteen  billions.  In  1933  it  was  a  little  more 
than  fourteen  billions,  so  that  in  1933,  as  much  as  one-third  of  the 
people's  income  had  to  be  surrendered  by  the  people,  in  order  to 
pay  our  various  governments  the  incomes  which  they  required.     In 
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other  words,  one  dollar  out  of  every  three  dollars  received  in  any 
form — wages,  salaries,  interest,  dividends,  rents — was  parted  with 
by  the  tax  payer  out  of  his  income,  to  make  up  the  income  of  our 
various  forms  of  government.  I  am  not  here  distinguishing  be- 
tween taxes  and  loans.  I  am  not  complaining  of  this.  I  am  merely 
stating  the  fact,  because  we  ought  to  have  the  courage  to  fact  the 
fact. 

For  the  current  year  our  expenditures  by  the  National  Govern- 
ment alone  are  slightly  in  excess  of  ten  billions  of  dollars.  It 
amounts  to  twenty-eight  million  dollars  a  day.  It  amounts  to  a  little 
more  than  a  million  dollars  an  hour — a  million  dollars  an  hour,  not 
for  six  hours,  not  for  eight  hours  of  the  day,  but  for  twenty-four 
hours  in  the  day. 

Xot  long  ago  Congress  passed  a  new  tax  measure  It  was  her- 
alded by  some  as  a  measure  to  "  soak  the  rich  ",  as  a  measure  to 
make  the  rich  pay  their  full  share  of  our  national  governmental  ex- 
pend, a  measure  to  make  the  rich  sit  in,  and  out  of  their  income  pay 
their  fair  share  of  the  nation's  income  or  revenue.  The  rich  ought 
to  pay  their  full  share  of  our  governmental  expenses.  Perhaps  they 
enjoy  the  greater  protection,  and  they  ought  to  bear  a  share  propor- 
tionate to  their  ability.  But,  do  you  know  that  that  measure  will 
raise  $250,000,000  a  year,  and  do'you  know  that  $250,000,000  will 
pay  our  running  expenses  at  current  rates  for  a  little  less  than  ten 
days?  We  have  drafted  the  rich  into  service;  we  are  making  them 
sit  in ;  we  are  making  them  pay  their  full  share  of  governmental 
expenses;  and  we  are  making  them  defray  the  expenses  of  the  Na- 
tional Government  for  a  little  less  than  ten  days,  with  this  additional 
legislation. 

The  question  that  haunts  me  like  a  deaths'  head  is  this :  who  will 
pay  the  expenses  of  this  Government  during  the  other  three  hun- 
dred and  fifty-five  days  in  the  year  ?  Not  the  rich,  according  to  this 
ostentatious  computation,  because  they  are  to  run  us  for  ten  days. 
The  expenses  for  the  other  three  hundred  and  fifty-five  days ;  are 
they  to  be  paid  by  the  common  man,  by  the  middle  classes  ?  Are 
they  to  be  paid  by  the  producer,  by  the  farmer,  by  the  wage  earner, 
by  Tom,  Dick  and  Harry?  Who  is  to  bear  this  vast  burden  during 
the  other  three  hundred  and  fifty-five  days  ? 

Did  you  ever  reflect  that  if  the  Government  of  the  United  States 
should  take  each  and  every  income  in  the  United  States  in  excess 
of  $50,000  a  year,  the  aggregate  sum  thus  taken  would  pay  out- 
running expenses  at  current  rates  for  less  than  five  weeks.  I  say 
this  in  order  to  reenforce,  if  I  need  reenforce,  my  unvarying  insist- 
ence that  the  Government  should  get  a  dollar's  worth  of  service  or  a 
dollar's  worth  of  work  or  a  dollar's  worth  of  improvements,  for 
every  dollar  that  it  extracts  from  the  pocket  books  of  the  American 
tax  payers. 

19 
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Alexander  Hamilton  declared  more  than  one  hundred  and  fifty 
years  ago  that  the  Government  had  to  get  its  revenue  out  of  the 
backs  and  the  bellies  of  the  people.  I  am  afraid  yon  will  find  no 
other  resource  in  the  last  analysis;  and  there  is  no  greater  illusion, 
no  illusion  more  seductive  or  more  cheating,  no  illusion  more  false 
or  unfounded  upon  facts,  than  that  the  average  man  does  not  pay  a 
federal  tax,  unless  his  name  appears  upon  the  roll  of  income  tax 
payers  in  the  United  States. 

Go  down  to  Massachusetts,  where  they  make  the  shoes  that  we 
wear.  When  the  shoe  factory  sold  the  shoes  that  you  have  on  your 
feet,  it  no  doubt  collected  the  cost  of  the  tacks  which  were  driven 
in  to  keep  the  taps  on  the  heels.  When  you  paid  for  those  shoes, 
you  paid  for  the  tacks  that  were  driven  into  the  heel.  When  that 
factory  sold  those  shoes  it  also  drove  into  the  heel  of  the  shoe  the 
taxes  which  it  had  paid  the  county,  city,  state  and  federal  govern- 
ments, whose  jurisdiction  extended  over  its  factory.  And  when  you 
bought  and  paid  for  those  shoes  you  paid  for  the  tacks  and  you 
paid  for  the  tax, — If  you  know  what  I  mean.  Let  no  one  have  any 
other  illusion. 

It  is  not  untimely  to  give  these  warnings,  because  the  matter  can- 
not proceed  indefinitely.  We  ought  to  take  pause,  because  nations 
in  the  past  have  fallen  on  account  of  excessive  and  ruinous  taxa- 
tion. I  suppose  we  shall  not  follow  in  their  footsteps,  but  I  will 
have  my  secretary,  at  this  point,  read  one  passage  from  a  noted 
historian,  concerning  the  fall  of  the  Roman  Empire. 

(Secretary  reads)  : 

"  The  desire  and  possibility  of  accumulation  languished  and  men 
produced  only  what  would  suffice  for  their  immediate  needs,  for  the 
government  laid  in  wait  for  all  savings;  capital  vanished;  the  souls 
of  men  were  palsied;  population  fled  from  what  was  called  civiliza- 
tion and  sought  concealment  and  relief  in  barbarism  and  with 
barbarians. 

Senator  Gore  (continuing)  :  I  do  not  anticipate  or  prophesy  any 
such  fate  for  this  great  Republic,  but,  of  course,  in  order  to  avoid 
the  end  and  the  fate  that  befell  the  Roman  Empire,  we  must  avoid 
the  means  which  brought  those  ends  to  pass. 

Just  for  a  moment  I  wish  to  make  application  of  these  facts  to 
my  own  State  of  Oklahoma. 

Oklahoma  has  today  two  and  one-half  millions  of  people.  We 
have  six  thousand  three  hundred  and  fifty-three  governmental  units, 
exercising  the  power  to  tax,  one  for  every  eleven  square  miles;  one 
for  every  397  inhabitants.  The  total  value  of  all  our  property, 
assessed  for  taxation  purposes,  is  $1,258,000,000.  Our  indebtedness, 
public  and  private,  long  term  and  short  term,  aggregates  $2,340,- 
000,000.  Our  assessed  valuation  is  $1,258,000,000.  Our  indebted- 
ness aggregates  $2,340,000,000.     That  is  $1,000  for  every  inhabi- 
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tant  of  our  state,  on  the  average.  The  infant  in  its  cradle  owes 
$1,000,  and  every  family  in  the  state  owes  on  an  average  $4,000. 

Oklahoma  is  a  young  state  and  has  been  fortunate  Our  per  cap- 
ita indebtedness  is  only  one-half  of  that  for  the  country  at  large, 
which  is  $2,000.  I  will  say  in  passing,  that  we  do  not  in  this  state 
assess  mineral  property  for  taxation  purposes;  but,  the  interest  on 
our  indebtedness  amounts  to  $100,000,000  a  year. 

Our  state  end  local  taxes  last  year  aggregated  $101,000,000,  in- 
cluding special  taxes.  Our  share  of  federal  taxation  amounted  to 
$76,000,000.  Our  freight  and  passenger  charges  last  year  amounted 
to  $60,000,000.  Our  insurance  premiums  of  all  kinds  amounted  to 
$50,000,000. 

The  social  security  act  lately  passed  will,  in  1940,  impose  an 
additional  charge  of  $38,000,000  on  the  people  of  Oklahoma.  In 
1945  it  will  amount  to  $45,000,000.  In  1950  it  will  amount  to  $56,- 
000,000.  And,  I  may  say,  at  this  point,  that  for  the  country  at 
large,  in  1940,  that  measure  will  impose  a  charge  upon  the  people 
of  this  country — not  taxes,  but  a  charge — upon  their  incomes,  of 
$2,600,000,000;  in  1945  $3,200,000,000;  in  1950,  $4,000,000,000.  But, 
let  us  cast  this  item  out  of  the  account,  as  a  future  rather  than  a 
present  charge.  These  various  and  sundry  fixed  charges,  as  you 
may  term  them,  amount  to  $387,000,000  a  year  in  Oklahoma.  Okla- 
homa's share  of  the  national  and  state  and  local  expenditures  com- 
bined, last  year,  amounted  to  $237,000,000.  The  people  of  Oklahoma 
were  required  to  pay  $237,000,000  last  year,  out  of  their  earnings, 
to  defray  the  expenses  of  our  various  forms  of  government.  All 
the  farm  produce  marketed  in  this  state  last  year  brought  $109,- 
000,000.  All  the  oil  marketed  in  this  state  last  year  brought  $183,- 
000,000.  All  the  manufactured  products  marketed  in  this  state  last 
year  brought  approximately  $190,000,000.  I  cite  these  figures  in 
order  to  show  that  we  must  sooner  or  later  have  a  care,  or  expen- 
ditures will  absorb  too  much  of  our  revenues  and  of  our  income, 
and  it  will  not  be  possible  for  the  citizen  to  pay  both  his  taxes  and 
his  living  expenses,  in  accordance  with  the  recognized  American 
standards. 

I  hope  this  is  not  the  voice  of  a  pessimist  but  merely  the  voice 
of  one  who  would  sound  a  warning,  before  the  hour  has  struck 
when  the  hour  will  be  too  late. 

Those  are  problems  which  you  must  consider  and  consider  as 
experts. 

Unemployment  has  been  the  most  vexatious  problem  arising  out 
of  this  depression.  The  problem  of  unemployment  is  still  with  us. 
and  there  is  but  one  solution  of  the  problem  of  unemployment  and 
that  is  employment — that  and  that  alone. 

We  hear  a  great  deal  about  the  government  providing  aid  and 
relief  for  the  unemployed,  and  we  have  ten  millions  of  unemployed, 
and  the  government  has  been  providing  relief  for  the  families  of 
the  unemployed,  running  up  to  $22,000,000  at  one  time. 
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\\  hen  we  speak  of  the  government  providing  aid  and  relief  for 
the  unemployed,  just  what  does  that  mean?  In  the  last  analysis  it 
means  that  the  employed  are  providing  aid  and  relief  for  the  un- 
employed. That  is  what  it  means,  and  that  is  all  that  it  means.  Of 
course,  every  man  that  is  unemployed,  every  woman  that  is  unem- 
ployed, who  needs  work  and  wants  work  and  is  willing  to  work, 
every  such  instance  is  a  living  tragedy.  That  is  the  problem  which 
calls  loudest  for  solution. 

An  experiment  was  tried  in  Waterbury,  Connecticut,  which  I 
suggested  in  the  Finance  Committee  and  on  the  floor  of  the  Senate, 
which  I  think  might  have  been  serviceable. 

Waterbury  adopted  this  plan  early  in  the  depression :  she  laid  a 
tax  of  1%  on  all  incomes  within  the  city  of  less  than  $25  a  week, 
2'  ,  upon  all  incomes  between  $25  and  $50  a  week,  3'/C  on  all  in- 
comes in  excess  of  $50  a  week.  One  concern,  the  Scoville  Manu- 
facturing Company,  paid  $1,500  a  week,  one  brass  concern  paid 
$1,200  a  week;  another  tax  payer  a  little  more  than  a  $1,000  a  week. 
The  city  appointed  four  members  of  a  committee  of  seven,  and  these 
three  largest  tax  payers  appointed  an  additional  member  each.  That 
committee  of  seven  administered  the  fund,  passing  on  those  who 
would  receive  employment,  and  all  that  were  on  the  list  were  re- 
quired to  work.  The  system  worked.  According  to  the  last  report, 
it  worked  with  astounding  success.  Whether  it  has  broken  down 
at  the  present  time  I  am  not  advised.  I  mention  that  to  you  now, 
in  order  that  you  can  take  it  home  with  you,  because  this  problem 
is  not  yet  solved. 

One  additional  thing  we  should  keep  in  mind  is  to  put  our  feet 
in  the  path  that  leads  to  ultimate  balancing  of  the  budget. 

I  introduced  Senate  Concurrent  Resolution  Number  23  before  the 
adjournment  of  the  late  session,  which  proposed  to  raise  a  joint  com- 
mittee, of  the  two  houses,  on  revenue  and  expenditures;  five  mem- 
bers from  the  two  appropriation  committees  of  the  two  houses ;  five 
members  from  the  ways  and  means  committee,  and  five  members 
from  the  senate  finance  committee.  They  were  empowered  to 
employ  experts,  and  that  committee  was  charged  with  the  duty  of 
investigating  our  revenue  laws,  our  resources,  and  of  revising  our 
taxation  laws  and  our  appropriations,  so  as  to  bring  ultimately  our 
revenues  and  our  expenditures   into  balance. 

We  cannot  balance  the  budget  over  night  but  we  can  adopt  a 
policy,  with  the  balancing  of  the  budget  as  a  fixed  and  as  a  definite 
objective,  and  the  sooner  that  objective  is  determined  upon,  the 
sooner  we  shall  begin  our  progress  out  of  this  depression  finally,  to 
better  days  and  a  better  time. 

I  do  not  think  that  America  is  a  mistake ;  yet,  I  do  not  wish  to 
pursue  the  paths  which  have  led  other  governments  to  the  cemetery 
of  the  nations.  As  long  as  we  adhere  to  the  principles  upon  which 
our  free  institutions  were  builded;  as  long  as  we  cherish  and  pre- 
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serve  the  virtues  of  our  fathers, — self  reliance,  self  denial  and  self 
respect;  so  long  as  we  cherish  those  virtues  which  have  made  us 
great  in  the  past,  and  which  alone  can  keep  us  great  in  the  future ; 
so  long  as  we  cleave  to  those  principles ;  so  long  as  we  cherish  those 
virtues,  we  can  look  with  confidence  to  the  future,  and  I  doubt  not 
that  no  matter  how  dark  the  night,  and  no  matter  how  distant  the 
dawn — if  we  cherish  those  principles  and  those  virtues,  I  doubt  not 
that  the  glories  that  are  to  come  will  equal,  if  they  do  not  surpass, 
the  glories  that  are  gone.     I  thank  you. 

Chairman  Richardson:  You  are  adjourned. 

(Adjournment.") 


EIGHTH  SESSION 
Thursday  Morning,  October  17,  1935 

Chairman  Henry  F.  Long,  presiding. 

Chairman  Long  :  The  time  having  arrived  for  opening  the  con- 
ference, the  meeting  is  called  to  order.  On  motion  of  Mr.  Zoercher 
we  will  recess  for  a  few  moments,  until  there  is  a  greater  number 
present. 

Chairman  Long  :  The  recess  being  over,  we  will  resume  our 
morning  session. 

This  city  seems  to  be  one  that  has  an  abundance  of  service  clubs, 
and  it  is  our  understanding  that  the  Kiwanis  Club  meets  here  this 
noon,  so  we  have  been  requested  to  have  that  in  mind,  this  being 
the  only  room  available  for  the  group  which  will  be  present  at 
their  noon  luncheon,  and  if  possible  we  shall  undertake  to  get 
through  at  eleven-thirty.  Because  of  that,  perhaps  we  should 
speed  up  our  morning  session  a  bit. 

It  is  perhaps  too  much  to  expect,  after  all  these  sessions,  that 
there  is  still  endurance  enough  left  on  the  part  of  those  who  have 
ears  that  have  been  kept  more  or  less  tingling.  An  old  story  is 
told  about  not  keeping  your  ear  too  close  to  the  ground,  and  I  think 
that  possibly  some  of  those  in  attendance  at  the  conference  have 
followed  that  advice,  because  it  is  said  that  if  you  keep  your  ear  too 
close  to  the  ground  in  this  country,  it  will  be  full  of  grasshoppers. 

Perhaps  I  should  make  this  announcement  also :  the  sub-com- 
mittee of  the  committee  on  resolutions  is  requested  to  meet  at  the 
close  of  this  morning's  session  in  the  convention  hall.  I  shall 
have  to  tell  Mr.  Tobie,  who  I  suspect  has  handed  this  in,  that  it 
cannot  be  done,  and  he  probably  has  heard  the  reason.  If  he  can- 
not find  a  room,  I  want  to  suggest  that  I  have  a  room  that  he  can 
use.  If  he  wishes  me  to  allow  him  the  use  of  that  room,  I  shall 
be  very  glad  to  do  so.  We  shall  make  that  announcement  a  little 
later. 

Mr.  Lamb,  as  you  look  over  the  group,  do  you  think  we  have  all 
the  intelligence  that  there  is  in  the  conference? 

Mr.  Carl  Lamb  (Pennsylvania)  :  There  are  people  missing. 

Chairman  Long:  Assuming  that  we  have  the  majority  of  them, 
and  Mr.  -Maxwell  being  willing,  in  view  of  the  fact  that  the  time 
for  the  morning  session  will  be  short,  I  think  we  had  better 
proceed. 

(291) 
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We  have  the  unfortunate  information  to  convey  to  you  that  Mr. 
Bond,  who  was  chairman  of  the  Committee  on  Fiscal  Relations 
Between  Federal  and  State  Governments  is  unable  to  be  present 
but  he  has  selected,  in  the  person  of  commissioner  Maxwell,  of 
North  Carolina,  a  substitute  who  will,  I  can  assure  you  and  Mr. 
Bond  at  the  same  time,  do  justice  to  this  particular  report.  I  am 
going  to  apologize  to  Mr.  Maxwell  for  not  having  more  to  listen  to 
the  report,  but  at  the  same  time  I  am  going  to  thank  him  for  being 
willing  to  proceed  with  the  smaller  number  present,  and  con- 
gratulate him  upon  his  temerity  in  going  ahead  at  this  time. — 
Mr.  Maxwell. 

Mr.  A.  J.  Maxwell  (North  Carolina)  :  Mr.  President  and  mem- 
bers of  the  conference;  there  have  been  some  more  or  less  facetious 
comments  about  our  observation  of  the  twenty-minute  rule.  I  shall 
undertake  to  follow  the  admonition  of  a  distinguished  North 
Carolina  statesman  and  jurist  who,  quite  some  years  ago,  passed 
on  to  his  ample  reward.  Before  the  days  of  motor  vehicles,  he 
was  taking  his  pastor  in  the  family  coach  to  the  meeting  house, 
and,  driving  along  over  the  hot  sands,  the  pastor  asked  his  opinion 
of  how  long  a  sermon  should  be.  His  reply  was  "  About  twenty 
minutes,  with  a  strong  inclination  to  mercy." 

On  behalf  of  myself  and  the  conference,  I  regret  very  much 
that  the  chairman  of  this  committee,  Mr.  Henry  Herrick  Bond, 
of  Washington,  could  not  find  it  possible  to  attend  this  conference, 
and  on  his  behalf  I  should  like  to  say  that  that  does  not  in  any 
way  indicate  a  lack  of  interest  on  his  part,  either  in  the  work  of 
this  committee  or  of  this  association.  On  the  contrary,  he  is  deeply 
interested  in  the  work  assigned  to  this  committee,  has  taken  a  broad 
and  intelligent  interest  in  it,  and,  remarkable  as  it  may  seem,  has 
actually  succeeded  in  getting  a  meeting  of  the  committee  to  con- 
sider this  report.  In  his  absence,  he  was  kind  enough  to  ask  me  to 
present  this  report  to  the  conference. 

REPORT  OF  COMMITTEE  OF  NATIONAL  TAX  ASSOCI- 
ATION ON  FISCAL  RELATIONSHIPS  OF  FEDERAL 
AND   STATE   GOVERNMENTS 

henry  herrick  bond,  Chairman 

To  the  National  Tax  Conference: 

At  the  twenty-sixth  annual  conference  on  taxation,  under  the  aus- 
pices of  the  National  Tax  Association,  held  at  Phoenix,  Arizona, 
the  following  resolution  was  adopted : 

"  Resolved,  that  the  National  Tax  Association  be  requested 
to  appoint  a  committee  to  consider  the  fiscal  relationships  of  the 
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federal  and  state  governments,  with  authority  to  consult  with 
federal  and  other  agencies  working  in  this  field,  and  to  report 
its  recommendations  and  findings  on  the  general  subject  at  the 
next  conference." 

This  committee  was  duly  appointed,  and  a  number  of  other  reso- 
lutions relating  to  the  same  subject  matter  were  also  referred  to  this 
committee. 

At  the  twenty-seventh  annual  tax  conference,  held  at  Boston, 
Massachusetts,  the  committee  submitted  a  preliminary  report  which 
was  printed  at  length  in  the  proceedings.  In  this  report  the  com- 
mittee considered  the  general  aspects  of  the  problem  presented  to  it, 
and  in  particular,  outlined  in  full,  a  plan  for  the  collection  of  certain 
consumption  taxes,  including  liquor,  gasoline,  cigarettes  and  manu- 
factured articles,  to  be  assessed  and  collected  by  the  Federal  Gov- 
ernment, but  with  a  portion  of  the  proceeds  to  be  distributed  to  the 
states,  on  certain  allocation  fractions  therein  set  forth,  provided  the 
states  would  retire  from  taxation  in  the  fields  involved  This  plan 
was  originally  sponsored  by  Hon.  Mark  Graves  and  Hon.  Franklin 
S.  Edmonds,  two  of  the  former  presidents  of  the  National  Tax  Asso- 
ciation, and  in  the  report  of  the  committee,  was  denominated  the 
Graves-Edmonds  Plan. 

From  the  discussion  which  ensued,  it  was  quite  clear  that  the 
implications  involved  in  this  subject  were  so  important  that  further 
study  should  be  given  to  all  of  the  questions  involved,  before  a 
final  pronouncement  should  be  made ;  that  in  addition  consideration 
should  be  given  to  the  principle  of  deduction  for  state  taxes  from 
federal  taxes,  where  both  the  Federal  Government  and  the  states 
were  taxing  the  same  base,  and  that  consideration  should  also  be 
given  to  plans  for  uniform  taxes,  by  compacts  between  adjacent 
states,  and  to  the  problem  of  the  taxation  of  sales  within  a  state 
of  articles  which  were  delivered  direct  to  the  consumer  through 
interstate  commerce. 

The  committee  reports  that  during  the  past  year  it  has  given  con- 
sideration to  all  of  these  questions,  but  feels  that  the  time  has  not 
been  sufficient  to  permit  of  an  authoritative  deliverance  upon  them. 
Certain  interesting  developments  have  taken  place,  however,  within 
the  past  year  which  should  be  reported  to  the  conference. 

1.  In  June,  1935,  the  secretary  of  the  treasury  pioneered  in  the 
organization  of  a  tax  revision  council,  which  assembled  for  three 
days  in  the  City  of  Washington,  and  contained  representatives  of 
the  Treasury  Department,  the  House  Ways  and  Means  Committee, 
the  American  Legislators  Association,  State  Tax  Commissioners, 
the  American  Municipal  Association,  the  United  States  Conference 
of  Mayors,  the  International  City  Managers  Association,  and  others. 

This  council,  at  the  request  of  President  Roosevelt,  has  undertaken 
a  broad  study  of  the  problems  of  conflicting  taxation,  We  quote 
from  the  statement  of  Secretary  Morganthau  concerning  the  objects 
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of  the  council,  and  we  commend  to  the  consideration  of  the  members 
of  the  conference  the  entire  address  from  which  the  following  ex- 
tracts are  taken : 

In  particular,  Secretary  Morganthau  stated  as  follows : 

"  Conflicting  and  overlapping  taxation  is  an  old  problem,  not 
confined  to  the  United  States ;  which  grows  more  complicated, 
more  difficult,  and  more  acute  with  the  years.  It  has  now  be- 
come so  acute  in  this  country  that  it  must  be  faced  squarely. 
The  fact  that  we  are  facing  it  gives  rise  to  the  hope  that  we 
shall  soon  be  taking  important  steps  to  solve  it. 

"  The  problem  has  recently  been  brought  into  prominence  by 
depression  decreases  in  the  usual  sources  of  governmental 
revenue,  which  has  forced  our  various  governmental  units  to 
compete  with  each  other  for  new  sources  of  tax  income  and 
for  greater  yield  from  the  old  sources.  This  competition  has 
produced  numerous  unfortunate  results.  Some  states  have  dis- 
covered that  their  taxes  drive  business  into  neighboring  states ; 
others  have  revised  their  tax  laws,  primarily  to  attract  business. 
All  forms  of  tax  evasion  have  been  increased,  by  the  fact  that 
our  tax  machinery  is  out  of  equilibrium.  Some  states  impos- 
ing taxes  previously  levied  solely  by  the  Federal  Government, 
have  had  to  set  up  duplicate  administrative  machinery.  The 
conflicts  between  local  taxes  and  state  taxes  are  too  numerous 
for  me  to  catalogue.  Every  phase  of  this  problem  bristles  with 
thorny  details. 

"  The  contribution  which  I  should  like  to  make  to  these  de- 
liberations is  a  definition  of  the  basic  problem.  With  a  defini- 
tion in  mind  we  can  proceed  to  divide  the  problem  into  its  many 
parts,  and  take  them  up  in  detail.  The  basic  problem,  as  I  see 
it,  is  to  be  just  to  the  taxpayer.  Independent  levying  of  taxes 
by  all  of  the  various  taxing  authorities,  without  due  considera- 
tion for  the  tax  structure  as  a  whole,  results  in  unfair  and  un- 
economic distribution  of  the  burden,  affecting  the  very  founda- 
tions of  government.  It  touches  on  the  welfare  of  the  citizen 
in  his  daily  task  of  earning  a  living.  Duplicate  taxes  cause 
waste,  but  that  is  a  detail.  The  greater  problem  is  to  restore 
equilibrium  in  the  tax  structure  as  a  whole,  in  order,  primarily, 
to  be  fair  and  just  to  every  class  of  taxpayer  " 

The  Tax  Revision  Council  has  organized  its  work  through  the 
appointment  of  the  following  committees : 

"  1.  Federal-State  Planning  Committee. — on  the  development 
of  a  plan  or  plans  for  coordinating  federal  and  state  tax  systems ; 
on  methods  of  putting  such  plans  into  effect:  and  on  inequities 
subject  to  prompt  correction  Hon.  Mark  Graves,  Chairman: 
Messrs.  Belknap,  Leahy,  Long,  Oliphant,  and  Parker. 
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"  2.  State-Local  Planning  Committee, — on  the  development  of 
a  model  plan  for  coordinating  state  and  local  tax  systems,  in- 
cluding a  report  on  possible  methods  of  cooperation  between 
the  several  states.  Hon.  C.  H.  Morrissett,  Chairman:  Messrs. 
Boyington,  Fox,  Miller,  Warkentin,  and  Woodward. 

"3.  Federal,  State  and  Local  Functions  Committee, — on  the 
allocation  of  governmental  functions  among  federal,  state,  and 
local  governments.  Hon  C.  A.  Dykstra,  Chairman:  Messrs. 
Hoan,   Mastick,  Oliphant  and  Yantis. 

"  4.  General  Survey  Committee, — on  the  collection  of  facts 
and  statistics  in  respect  to  governmental  tax  laws,  functions, 
revenues  and  expenditures.  Hon.  George  C  Haas,  Chairman: 
Messrs.  Mastick,  McCarren,  and  Parker 

"  As  advisory  members  of  the  last  named  committee  there 
were  appointed  Messrs.  Morris  Copeland,  Stuart  Rice,  Mayne 
S.  Howard,  and  John  Wilmott." 

As  this  council  has  just  been  organized  and  is  now  engaged  in 
the  preliminary  assembly  of  the  requisite  data,  upon  which  conclu- 
sions may  be  based,  no  recommendations  have  been  made  as  yet, 
but  this  work  should  be  followed  with  the  greatest  possible  care  by 
the  members  of  the  National  Tax  Association. 

2.  The  American  Management  Association  is  composed  of  the 
executives  of  a  large  number  of  the  important  businesses  of  America. 
It  has  recently  devoted  considerable  time  to  the  question  of  duplicate 
and  overlapping  taxation,  and  as  a  result,  it  directed  an  inquiry  into 
the  cost  to  business  concerns  of  compliance  with  the  various  fed- 
eral, state,  county  and  municipal  tax  laws.  In  order  that  adequate 
information  might  be  secured,  it  decided  to  submit  an  elaborate  ques- 
tionnaire prepared  by  Dr.  Robert  Murray  Haig  of  Columbia  Uni- 
versity, former  president  of  the  National  Tax  Association,  to  1,700 
businesses  in  the  United  States,  with  the  request  that  each  business 
reply  to  the  questions  therein  submitted,  and  that  the  replies  be 
sent  to  Dr.  Haig,  with  the  understanding  that  each  reply  would  be 
considered  as  confidential,  but  that  the  total  should  be  made  public. 
During  the  past  three  months  considerable  progress  has  been  made 
in  assembling  the  answers  to  these  questionnaires,  and  it  is  expected 
that  Dr.  Haig  will  be  in  position  to  make  at  least  a  preliminary 
report  on  the  inquiry  at  an  early  date. 

The  importance  of  this  study  cannot  well  be  overemphasized. 
Every  new  tax  imposed  by  any  branch  of  government,  not  only  adds 
a  new  cost  to  government,  but  a  new  cost  to  the  taxpayer,  over  and 
beyond  the  amount  of  the  tax.  In  addition  to  the  amount  of  tax, 
there  is  the  cost  of  ascertaining  the  tax  liability,  and  this  must  be 
carried  by  business  as  an  overhead.  Recently  it  was  stated  on  the 
floor  of  Congress  by  a  responsible  authority,  that  the  cost  of  pre- 
paring income  tax  returns,  both  personal  and  corporate,  in  a  single 
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year  in  the  United  States  was  probably  in  excess  of  $400,000,000, 
and  this  vast  sum  is  not  a  part  of  the  tax,  but  it  is  a  part  of  the 
overhead,  which  taxables,  both  individual  and  corporate,  must  meet, 
before  they  can  determine  the  amount  of  their  tax  liability.  This 
point  of  view  has  been  emphasized  in  tax  discussions,  but  there  has 
been  an  absence  of  available  data  on  the  subject.  It  is  to  be  hoped 
that  the  inquiry  of  the  American  Management  Association  will  dis- 
close facts  which  will  enable  the  public  to  understand  the  nature  and 
extent  of  this  phase  of  the  problem. 

3.  In  the  meantime,  an  interesting  experiment  has  developed  in  a 
sister  republic,  Argentina,  to  which  the  attention  of  American  tax 
students  should  be  directed.  Argentina,  like  the  United  States  of 
America,  is  a  federated  republic,  consisting  of  fourteen  provinces. 
By  law  which  was  duly  enacted  in  December,  1934,  Argentina  has 
provided  a  system  of  unifying  many  of  its  internal  taxes,  which  are 
to  be  assessed  and  collected  by  the  Federal  Government,  but  a  portion 
of  the  revenue  is  to  be  distributed  to  the  provinces,  which  then  retire 
from  this  taxing  field.  For  instance,  with  reference  to  taxes  on  con- 
sumption, the  National  Government  will  distribute  in  1935  to  the 
provinces  from  the  new  taxes,  a  sum  equal  to  their  average  revenue 
from  the  same  sources  during  the  five  years  from  1929  to  1933,  plus 
ten  per  cent.  The  same  principle  has  been  applied  to  the  taxation 
of  wine,  alcohol,  sugar,  beer,  etc.,  but  the  principle  has  not  been 
applied  to  the  consumption  of  naphtha. 

The  Argentina  experiment  will  not  be  in  complete  operation  until 
the  end  of  this  year.  It  should  be  considered,  because  the  experi- 
ence of  Argentina  may  have  a  direct  bearing  upon  the  experience 
of  any  other  country  which  will  accept  the  same  taxing  principles. 

In  all  of  these  questions,  the  committee  has  started  lines  of  in- 
quiry which  have  not  yet  been  concluded,  and  in  view  of  the  im- 
portance of  the  subject  and  its  relation  to  the  vast  problem  of  taxa- 
tion in  our  own  country,  the  committee  respectfully  recommends  that 
it  be  continued  for  another  year,  with  the  thought  of  reaching  con- 
clusions by  that  time,  or  else  that  another  committee  be  appointed  to 
consider  the  same  general  questions,  so  that  the  national  tax  confer- 
ence may  fulfill  its  traditional  duty  of  aiding  the  public  understanding 
of  the  problem  and  facilitating  a  proper  disposition  of  the  same. 
Respectfully  submitted 

Hexry  Herrick  Bond, 
Chairman. 

Mr.  A.  J.  Maxwell  (after  concluding  the  reading  of  the  report 
of  the  committee)  :  One  of  the  most  unsatisfactory  tax  situations 
that  I  know  of  is  that  of  commercial  transportation  of  persons  and 
property  in  interstate  commerce  on  public  highways.  There  is  not 
only  a  wide  variation  of  practice  by  the  several  states  of  the  Union, 
but  a  constant  shifting  of  tax  policy  by  particular  states.     These 
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variations  run  all  the  way  from  the  most  liberal  reciprocal  arrange- 
ments, on  the  one  hand,  to  the  complete  denial  of  any  reciprocal 
arrangements  with  respect  to  commercial  vehicles  crossing  state 
lines,  on  the  other,  and  the  requirement  that  all  such  vehicles 
shall  use  a  collection  of  expensive  state  license  plates,  or  a  mileage 
tax  for  each  mile  of  travel  on  each  trip  over  their  highways.  Such 
a  law  is  now  going  into  effect  in  one  of  North  Carolina's  neighbor 
states,  and  is  in  effect  in  a  number  of  other  states. 

It  is  difficult  to  quarrel  with  the  view  that  a  particular  state 
should  have  a  tax  for  the  commercial  use  of  its  highways  by  a 
non-resident.  The  only  quarrel  I  have  is  that  it  is  such  an  awk- 
ward and  expensive  tax  to  enforce,  and  so  greatly  complicates  the 
use  of  highways  across  state  lines. 

In  the  instance  of  our  neighbor  state  which  imposes  a  mileage 
tax  on  all  commercial  vehicles  crossing  the  line  from  our  state, 
we  are  in  the  difficult  position  of  being  compelled  to  impose  a 
more  drastic  tax. 

We  have  no  legislative  authority  to  impose  a  mileage  tax,  so 
we  are  compelled,  under  our  reciprocal  statute,  to  impose  the  only 
form  of  tax  available  to  us  with  respect  to  commercial  vehicles 
from  a  non-reciprocal  state ;  and  that  is  a  full  license  plate  tax  for 
each  such  commercial  vehicle,  although  it  may  have  need  for  only 
an  occasional  trip,  or  possibly  only  a  single  trip,  in  our  state. 

The  recent  development  to  which  I  refer  is  the  Act  of  Congress 
in  its  closing  days,  placing  on  the  Federal  Government  respon- 
sibility of  supervision  of  all  commercial  vehicles  in  interstate 
commerce  transporting  persons  or  property  of  another.  Inasmuch 
as  the  interstate  commerce  commission  is  going  to  have  this  super- 
vision, why  could  not  a  public  purpose  be  served  and  the  reason- 
able claims  of  all  states  in  this  field  met,  by  an  adequate  federal 
tax.  uniform  as  to  all,  and,  on  interstate  operation;  distributable 
to  the  states  on  a  mileage  pro  rate  basis?  Such  tax  could  be 
centrally  administered  and  give  to  each  state  its  just  revenue, 
without  the  necessity  of  state  policemen  at  every  border,  to  hail 
every  non-resident  vehicle,  leaving  our  interstate  highways  open 
to  interstate  commerce  on  equal  terms,  and  removing  the  ever 
recurring  and  ever  changing  picture  of  penalties  against  non- 
reciprocal  states,  as  applied  to  commercial  vehicles. 

I  am  merely  taking  the  liberty,  Mr.  President,  of  mentioning 
this  additional  subject,  as  one  that  might  easily  be  within  the 
purview  of  the  further  consideration  of  this  committee,  and  I 
ought  to  qualify  this  statement,  to  the  extent  of  the  story  of  a 
cotton  merchant,  whose  customer  came  in  and  asked  him  what  he 
thought  about  the  price  of  cotton.  His  reply  was  that  it  might 
go  up  or  it  might  go  down,  but  he  said :  "  Please  understand  that 
is  my  personal  opinion  and  not  the  opinion  of  the  firm." 
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May  1  read  this  telegram  from  the  chairman  of  the  committee, 
Mr.  Bond: 

"  Majority  of  committee  have  approved  form  of  report  and 
no  adverse  replies  received,  therefore  can  be  presented  as  re- 
port of  full  committee.  I  suggest  that  you  propose  reorgani- 
zation of  committee,  to  enable  geographical  distribution  to  be 
such  as  to  facilitate  several  meetings  during  the  coming  year, 
while  appreciating  real  interest  of  all  members  of  present 
committee  who  have  however  found  attendance  difficult.  I 
should  like  to  see  a  motion  authorizing  president  to  make  such 
additions  or  changes  in  committee  as  he  deems  advisable." 

In  furtherance  of  that  suggestion,  Mr.  Chairman,  I  offer  the 
following  resolution : 

Resolved  that  the  Committee  on  Fiscal  Relations  of  Federal 
and  State  Governments  be  continued,  to  report  to  the  next 
annual  conference;  that  the  president  of  the  association  be 
requested  to  serve  as  a  member  for  the  ensuing  year,  and  to 
appoint  other  members  of  the  committee  who  can  expect  to 
attend  meetings  of  the  committee  that  are  essential  to  a  proper 
study  of  the  important  question  involved. 
I  move,  Mr.  President,  that  the  report  be  received  and  that  this 
resolution  be  referred  to  the  resolutions  committee. 

Before  taking  my  seat,  is  Mr.  Stone  in  the  room?  Mr.  Stone 
is  a  member  of  this  committee,  and  he  is  present  at  this  conference, 
as  he  is  at  all  conferences  and  at  all  meetings  of  the  committee. 
He  has  taken  a  very  active  and  intelligent  interest  in  this  subject, 
and  I  am  sure  the  conference  would  be  pleased  to  have  an  expression 
from  him  on  the  subject  covered  by  the  report. 

Chairman  Long  :  It  seems  to  me  it  would  be  well  not  to  put 
the  motion  as  to  the  report  at  this  time.  I  am  going  to  ask  Mr. 
Stone  to  say  a  word.  The  resolution  as  submitted  is  referred  to 
the  committee  on  resolutions.  The  members  of  the  sub-committee 
of  the  resolution  committee  will  meet  immediately  after  this  morn- 
ing's session  in  the  room  at  the  rear  of  the  stage,  which  you  reach 
by  going  through  the  registration  room.  It  is  back  of  the  art 
gallery.  That  committee  is  made  up  of  Ray  L.  Riley  of  California, 
A.  O.  Brown  of  Massachusetts,  A.  J.  Maxwell  of  North  Carolina, 
Quincy  A.  Davis  of  Ohio,  E.  T.  Miller  of  Texas,  Fred  L.  Fox  of 
West  Virginia  and  Harold  M.  Groves  of  Wisconsin.  They  will 
meet  immediately  after  this  session  at  the  room  to  the  rear. 

I  now  ask  that  Col.  Stone  amplify  what  Mr.  Maxwell  has  said, 
Mr.  Stone  being  one  of  the  99.44  per  cent  pure  attendance  members 
of  that  committee.  Will  you  come  up  where  everybody  can  see  you 
and  also  hear  vou,  Mr.  Stone. 
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Mr.  A.  H.  Stone  (Mississippi):  Mr.  President  and  gentlemen; 
there  really  isn't  anything  to  he  said,  in  addition  to  the  report  that 
Mr.  Maxwell  has  submitted.  It  is  hardly  necessary  to  say  any- 
thing as  to  the  very  great  importance  of  this  committee.  It  is 
particularly  important  that  the  committee  reach  wise  conclusions. 
I  don't  think  we  feel  that  it  is  necessary  at  this  time  to  make  any 
apologies  or  explanations  for  our  failure  to  reach  those  conclusions 
at  this  time.  We  should  very  much  prefer  reporting  from  time  to 
time,  something  after  the  order  of  the  committee  on  model  tax 
laws,  over  a  long  period.  It  is  better  to  do  that  than  to  reach  an 
unwise  and  untenable  position,  where  the  subject  which  has  been 
committed  to  us  is  full  of  all  sorts  of  possibilities.  It  involves  a 
great  many  considerations,  and  not  the  least  of  these  is  the  effect 
which  the  general  plan  which  we  have  under  advisement  wrould  have 
on  local  communities  and  on  states.  I  do  not  want  to  allow  myself 
to  become  involved  in  any  discussion  of  the  possibilities  of  this 
general  situation.  I  am  very  glad  to  continue  to  serve  on  the  com- 
mittee. I  have  never  served  on  any  committee,  on  which  the  mem- 
bers manifested  a  more  genuine  interest — those  who  have  been  able 
to  attend — than  the  men  who  are  working  on  this  general  proposi- 
tion. I  don't  think  it  is  worth  while  to  add  anything  to  that,  and 
if  each  member  of  the  committee  who  is  present  is  entitled  to  twenty 
minutes,  Mr.  President,  if  I  stop  right  now  I  shall  bring  the  average 
of  those  in  attendance  on  this  committee  down  to  a  pretty  safe 
margin. 

Chairman  Long:  Thank  you,  Mr.  Stone. 

Mr.  Farwell  Knapp  (Connecticut)  :  It  has  been  a  source  of 
great  wonder  to  me  in  the  past  why  the  federal  Treasury  Depart- 
ment has  not  been  represented  at  these  conferences.  It  may  have 
been,  but  if  so,  it  has  escaped  me  in  the  last  few  years. 

The  report  just  presented  by  the  committee  must  impress  you. 
as  it  does  me,  with  the  great  importance  of  the  subject.  I  hope 
that  somehow  this  association  may  be  represented  on  the  federal 
committee.  I  should  suppose  that  Mr.  Bond's  committee  was  the 
proper  organ  of  this  association  to  do  that  representing,  if  that  is 
possible.  I  haven't  thought  the  matter  through.  It  occurs  to  me 
that  we  ought  not  to  butt  in,  if  we  are  not  wanted  or  not  qualified, 
and  yet  the  matter  is  so  important  that  I  am  wondering  if  there 
is  not  some  way  of  Mr.  Bond's  committee  getting  into  the  deliber- 
ations now  being  carried  on  in  several  lines  by  the,  as  I  will  call  it, 
federal  committee  or  committees.  I  realize  that  Mark  Graves  and 
Dr.  Haig  are  members  of  those  committees,  and  they  being  former 
presidents  of  this  association,  perhaps  we  are  represented,  and  yet 
it  would  seem  to  me  that  an  active  committee  of  this  association 
could,  if  it  were  allowed,  be  present  at  the  deliberations  of  those 
committees,  because  I  think  that  Mr.  Bond's  committee  could  help. 
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Chairman  Long:  I  take  it  that  Mr.  Knapp  desires  his  suggestion 
to  be  considered,  either  by  the  committee  on  resolutions,  by  the 
executive  committee  of  this  association  or  by  the  President  of  the 
association,  and  that  it  is  more  or  less  thrown  out,  with  the  thought 
that  the  National  Tax  Association  should  be  recognized.  I  think 
that  it  may  be  fairly  said  that  this  can  be  brought  about. 

Are  there  any  other  members  of  that  committee  who  desire  to 
supplement  what  Mr.  Maxwell  and  Mr.  Stone  have  so  ably  pre- 
sented? If  not,  the  motion  will  be  before  the  group  to  accept  the 
report,  and  with  the  acceptance  of  that  report  there  goes  the  reso- 
lution which  you  have  already  allowed  to  be  read  and  referred  to 
the  resolutions  committee,  for  the  continuation  of  this  committee. 
As  I  understand  it  there  is  no  violation  of  rules  to  permit  accept- 
ance of  the  report  and  to  continue  the  committee,  and  if  that  is 
your  wish,  it  is  moved  that  the  report  be  accepted  and  the  com- 
mittee be  thanked  for  their  efforts.     All  those  in  favor  say  aye. 

(Ayes  and  noes.) 

Chairman  Long  :  The  ayes  have  it.  The  committee  is  thanked 
and  the  resolution  for  continuation  is  carried  along. 

Now,  it  gives  me  very  great  pleasure  to  consider  the  introduc- 
tion of  the  next  speaker,  because  he  not  only  happens  to  be,  in 
my  own  opinion,  a  very  able  student  of  taxes,  but  he  happens  to  be 
a  close  personal  friend  of  mine  and  one  for  whom  I  have  a  very 
great  reverence  and  admiration.  I  am  going  to  take  advantage  for 
a  moment  of  his  good  nature,  and  perhaps  your  good  nature,  and 
indicate  that  through  him,  I  perhaps  expect  to  square  myself  some- 
what, with  those  who  are  interested  in  pronunciation  in  this  state. 
I  was  told  here  this  morning  that  I  had  an  over-abundance  of  R's, 
which  at  opportunity  I  throw  in,  and  I  must  confess  that  probably 
I  am  the  greatest  offender  in  New  England,  and,  unfortunately,  I 
do  not  sense  that  those  R's  are  moving  around  with  a  lot  of  activ- 
ity, because  of  visiting  Dew  Drop  Inn,  so  I  cannot  for  the  life  of 
me  promise  you  I  will  leave  out  the  R's,  in  any  operations  in  this 
state.  I  hope  the  speaker  will  take  care  of  that.  I  am  going  to 
tell  you  this  story.  It  is  a  little  mite  of  an  explanation  as  to  why, 
having  all  these  R's  around,  I  use  them  when  I  can,  or  when  the 
opportunity  presents,  or  whenever  I  can  drag  them  in,  without 
any  attempt  to  make  them  useful.  We  had  in  our  state  a  good 
many  years  ago  one  person  who  had  received,  through  a  bequest 
of  a  rich  aunt,  a  substantial  sum  of  money,  who  did  not  know  what 
to  do  with  it  and  was  asking  various  persons  who  he  thought  would 
advise  him  how  he  should  invest  his  money.  Lie  was  a  good  deal 
like  the  half-wit  that  Senator  Gore  called  to  your  attention  last 
evening.  As  it  developed,  a  part  of  his  money,  was  upon  advice, 
used  to  purchase  warming  pans,  which  they  used  in  the  early  days 
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in  New  England  in  order  to  make  the  beds  more  inviting  than 
the  ice  cold  sheets  which  ordinarily  presented  themselves  to  us  at 
the  New  England  bed  time.  The  warming  pans  were  purchased 
by  him — -a  large  amount  of  them — and  he  was  toid  if  he  purchased 
them  and  shipped  them  to  the  West  Indies  he  could  get  a  good 
market  for  them,  the  idea  being  to  unload  some  warming  pans, 
which  he  would  discover,  after  they  reached  the  West  Indies, 
were  of  no  use.  He  found,  however,  after  the  pans  reached  the 
Indies,  that  by  ripping  the  tops  off,  they  could  be  used  in  the  gather- 
ing of  the  product  which  makes  the  West  Indies  famous,  and  out 
of  that  fortune  he  created  himself  a  lord,  there  being  no  authority 
under  the  American  Government  to  do  it,  and  he  made  himself 
known  as  Lord  Timothy  Dexter ;  he  proceeded  to  build  elaborate 
places,  and  he  satisfied  the  desires  of  his  mind.  I  won't  bother 
you  with  too  many  of  them.  One  of  the  things  he  did  was  rather 
unique.  He  thought,  as  perhaps  many  others  do,  of  whether  or 
not,  after  he  died,  his  family  and  relatives  would  be  sufficiently 
sorrowful  to  mourn  his  passing,  so  he  had  a  mock  funeral,  and 
was  paraded  in  due  style;  but  afterwards,  it  is  said,  he  berated 
his  wife,  because  she  had  not  wept  sufficiently  to  satisfy  his  sense 
of  what  a  wife  should  do  at  the  loss  of  a  husband.  He  also  pub- 
lished a  book,  because  he  wanted  to  tell  the  world  his  philosophy, 
and  in  that  book  he  made  all  the  errors  of  grammar  and  pronuncia- 
tion, which  Dr.  Martin  would  slap  his  scholars'  ears  for,  if  they 
were  doing  it  even  in  the  elementary  class.  This  book  aroused  a 
great  deal  of  criticism,  and  thereafter  he  printed  another  book. 
This  time  he  played  safe,  and  he  played  safe  in  much  the  way 
I  am  going  to  indicate  to  you  that  I  use  R's.  He  played  safe  by 
not  putting  in  the  major  part  of  his  book  any  punctuation  at  all, 
but  he  printed  in  the  back  part  some  eight  or  ten  pages  of  semi- 
colons, periods  and  other  things  which  you  use  in  punctuation,  and 
suggested  that  the  reader  pick  those  out  and  put  them  in  wherever 
he  thought  they  fitted. 

Now,  Dr.  Martin  has  had  a  good  deal  of  experience,  not  only 
in  schools  but  in  other  ways — before  legislative  bodies — and  for  a 
long  while  has  been  an  active  committee  man  of  this  association, 
giving  willingly  of  his  service,  and  the  research  activities  he  has 
directed  in  Kentucky,  and  elsewhere,  have  been  a  real  contri- 
bution to  the  tax  knowledge  of  the  country.  More  recently  I  have 
been  connected  with  him  in  the  activities  at  Chicago,  of  the  com- 
mittee on  conflicting  taxation,  and  some  of  the  other  research  work 
he  has  done ;  and  he  is  particularly  well  qualified.  Now,  I  am 
going  to  ask  that  he  set  me  right  in  this  state,  because  I  know  he 
cannot  use  an  R.  I  use  a  lot  of  them  and  he  cannot  use  any. 
He  happened  to  see  the  light  of  day  in  this  state,  and,  perhaps 
some  would  say,   immediately  saw  his  mistake  and   went  into  the 


FEDERAL  AND  STATE   RELATIONS  305 

State  of  Texas,  and  lived  there,  and  perhaps  again  he  showed  good 
judgment  at  maturity  in  going  to  the  State  of  Kentucky.  Kentucky 
happens  to  be  one  of  the  real  commonwealths.  There  are  only 
five  of  them,  and  we  like  to  think  of  Massachusetts,  New  Hamp- 
shire, Kentucky.  Connecticut  and  Virginia,  as  being  the  real 
commonwealths  in  these   forty-eight  states  of  the  Union. 

I  have  made  this  introduction  a  little  longer  than  it  ought  to  be, 
because  the  Doctor  is  entitled,  not  only  to  the  twenty  minutes  but 
to  a  little  longer  period,  and  I  am  going  to  ask  him  to  take  advant- 
age of  the  group  that  he  has  here  now  and  give  us  the  splendid 
kind  of  talk  which  he  always  gives  before  every  conference,  and 
I  am  going  to  turn  over  my  R's  to  him  for  safe  keeping. 

Mr.  James  W.  Martin  (Kentucky):  Mr.  Chairman  and  mem- 
bers of  the  conference :  in  explanation  of  my  temerity,  perhaps  I 
ought  to  say  that  the  only  instructions  which  I  received,  when  I 
was  invited  to  participate  on  this  program,  was  that  I  should  say 
something  which,  if  possible,  would  precipitate  discussion.  Now, 
I  don't  know  whether  R's  would  precipitate  discussion,  but  I  have 
attempted,  in  the  paper  that  I  have  prepared,  to  state  some  of  the 
conclusions  that  seem  to  me  to  be  justified,  respecting  the  subject 
matter  of  the  report  to  which  you  have  just  listened.  Perhaps 
I  ought  to  say  in  further  explanation  of  that  temerity  that  I  have 
studied  with  some  care  the  work  of  previous  committees  of  the 
National  Tax  Association;  the  work  of  the  American  Management 
Association  committee,  to  which  reference  has  been  made;  the 
work  of  independent  students  of  this  same  subject  matter,  and 
perhaps  more  particularly,  the  work  of  two  or  three  official  or 
quasi-official  agencies  which  have  been  set  up  to  study  the  problem. 
The  first  of  these  official  agencies  in  this  country  was  the  Con- 
gressional Committee  on  Conflicting  Taxation,  headed  by  my  fellow 
Kentuckian,  Fred  M.  Vinson.  That  is  a  sub-committee  of  the 
Ways  and  Means  Committee  of  Congress;  and  through  the  staff 
of  the  Joint  Committee  on  Internal  Revenue  Taxation,  has  pro- 
duced several  valuable  reports.  The  second  official  effort  of  this 
sort  was  that  of  the  Treasury  Department,  undertaken  by  a  special 
staff  assembled  in  Washington  for  only  one  summer.  Another 
effort  that  was  made,  about  contemporaneously  with  that,  was  the 
one  to  which  reference  has  been  made  several  times  already,  namely 
the  Interstate  Commission  on  Conflicting  Taxation,  which  was 
representative,  originally  at  least,  of  the  view  points  of  state  offi- 
cials, as  distinguished  from  federal  officials  represented  in  the 
other  approaches.  As  Mr.  Long  has  said,  I  have  been  recently 
working  with  the  Interstate  Commission  of  Conflicting  Taxation, 
of  which  Senator  Mastick  of  New  York  is  Chairman.  And  I  have 
drawn  on  the  report  which  has  recently  been  submitted  to  that  com- 
mission, as  well  as  on  official  and  unofficial  undertakings  of  other 
20 
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students.  What  I  have  to  say  is  divided  into  two  parts,  first ;  gen- 
eral approaches  to  the  problem  of  federal  and  state  relationships  in 
taxation,  at  those  points  at  which  there  are  conflicts,  and,  second; 
suggestions  or  tentative  conclusions  with  respect  to  particular  sorts 
of  taxes. 

STATE   AXD   FEDERAL   RELATIONS   IN   TAXATION 

JAMES    W.    MARTIN 

Director,  Bureau  of  Business  Research 

University  of  Kentucky 

The  interrelationship  between  the  Federal  Government  and  the 
states,  in  matters  of  taxation  has  led  during  the  last  few  years  to 
vigorous  official  and  unofficial  efforts  to  untangle  some  of  the  knotty 
problems.  The  National  Tax  Association  has  had  a  committee  deal- 
ing with  this  subject  for  many  years.  Individual  students,  likewise, 
have  given  it  considerable  study.  It  seems  well,  however,  in  the 
light  of  Mr.  Bond's  report  for  the  committee  of  the  association,  to 
call  attention  only  to  the  official  efforts  to  deal  with  this  subject 
matter. 

The  pioneer  attack  was  made  by  the  sub-committee  on  conflicting 
taxation  of  the  congressional  committee  of  Ways  and  Means.  This 
committee,  under  the  chairmanship  of  congressman  Fred  W.  Vinson, 
of  Kentucky,  had  the  technical  assistance  of  the  staff  of  the  joint 
committee  on  internal  revenue  taxation,  headed  by  Mr.  L.  H.  Parker. 
Mr.  Vinson's  committee  has  published  a  comprehensive  survey  of 
the  situation  called  Double  Taxation  and  has  made  available  a 
number  of  monographs  dealing  with  specific  issues ;  one  of  the  most 
recent  and  ablest  of  these  reports  is  that  concerning  death  taxation. 

Contemporaneous  with  this  development  in  Congress,  the  states, 
acting  jointly,  have  undertaken  special  investigations  and  negotia- 
tions respecting  the  same  subject  matter.  This  work,  carried  on 
by  the  Interstate  Commission  on  Conflicting  Taxation,  had  orig- 
inally, as  its  research  director,  Professor  Clarence  Heer  of  the  Uni- 
versity of  North  Carolina.  During  the  past  twelve  months  it  has 
been  my  own  privilege  to  serve  in  the  same  capacity.  The  staff  of 
the  interstate  commission  has  issued  several  reports  on  specific  prob- 
lems of  duplicating  taxation,  and  has  recently  published  a  more  gen- 
eral volume  dealing  with  some  of  the  major  phases  of  the  problem. 

The  third  notable  official  effort  to  clarify  these  conflicting  taxation 
problems  has  been  that  of  the  United  States  Treasury  Department. 
The  first  attack  by  the  Treasury  is  understood  to  have  been  made 
by  the  special  investigators,  headed  by  Professor  Jacob  Viner  of 
the  University  of  Chicago,  during  the  summer  of  1934.  But  more 
recently  a  renewed,  and  presumably  more  comprehensive  attack  has 
been  instituted  at  the  direction  of  President  Roosevelt  by  the  regu- 
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lar  stall  of  the  division  of  research  and  statistics  of  the  treasury 
department.  Aside  from  the  statistical  materials  hearing  on  the 
subject,  the  Treasury  has  not  yet  published  any  report  on  conflicting 
taxation. 

Under  all  the  circumstances  it  is  believed  that  the  most  useful 
service  this  paper  can  render  is  to  offer,  in  the  light  of  accumulated 
information,  a  general  summary  of  the  progress  that  has  been  made 
toward  a  solution  of  conflicting  taxation  problems.  In  attempting 
the  appraisal,  I  have  drawn  heavily  on  the  report  recently  presented 
to  the  Interstate  Commission  on  Conflicting  Taxation ;  but  it  is  sup- 
erfluous to  say  that  the  commission,  except  as  specifically  indicated, 
does  not  share  responsibility  for  these  opinions.  Perhaps  the  most 
effective  statement  can  be  made,  if  the  subject  matter  is  conceived 
as  falling  in  two  categories:  (a)  findings  as  to  general  policy  in 
tackling  conflicting  taxation,  and  (b)  findings  as  to  each  specific 
kind  of  tax,  subject  in  a  substantial  way  to  federal-state  conflicts. 

The  General  Approach  to  Conflicting  Taxation 

Numerous  approaches  to  conflicting  tax  problems  have  been  pro- 
posed. The  approach  which  would  effect  least  disturbance  to  the 
present  constitutional  and  governmental  arrangements  is  that  util- 
ized so  effectively  under  the  leadership  of  former  president  Edmonds 
of  the  National  Tax  Association  in  connection  with  death  taxation, 
namely,  federal-state  and  interstate  comity.  The  principal  difficulty 
with  this  attack  is  its  relative  ineffectiveness.  This  plan  may  well 
be  coupled  with  a  division  of  revenue  sources  between  the  Federal 
Government  and  the  states — a  plan  often  proposed  as  an  indepen- 
dent approach  and  one  probably  desirable,  as  an  element  in  any 
eclectic  attack.  A  second  approach  is  that  developed  in  the  federal 
death  tax  legislation  of  1924  and  1926,  namely,  the  crediting  device. 
Under  this  plan,  any  taxpayer  subject  to  a  federal  and  state  tax  on 
the  same,  or  approximately  the  same  base  is  permitted  to  offset — 
to  a  limited  extent — the  payment  made  to  the  state  against  the 
amount  due  the  Federal  Government.  A  third  possibility  is  the 
plan  of  supplements,  by  which  the  Federal  Government  would  make 
it  possible  for  a  state  to  impose  an  additional  tax,  which  the  central 
government  would  administer,  in  connection  with  its  own  levy. 
Still  another  plan  advocated  by  many  students  is  that  of  having  the 
Federal  Government  levy  and  administer  the  principal  taxes  subject 
to  serious  conflicts.  This  plan  might  be  coupled  with  one  of  direct 
sharing  of  the  revenue  with  the  states,  with  grants  in  aid  of  specific 
activities,  or  with  a  re-allocation  of  some  state  and  local  functions 
to  the  Federal  Government.  There  are  other  possibilities  of  reduc- 
ing or  eliminating  tax  conflicts,  but  those  enumerated  are  the  most 
frequently  proposed  and  the  most  vigorously  urged.  Eclectic  ap- 
proaches involving  several  methods  of  attack  are  not  uncommon. 
It  will  be  observed  that  in  general,  the  measure  of  centralization 
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varies  from  practically  no  change  in  the  first  proposal,  to  almost  com- 
plete federalization  in  the  last. 

The  first  conclusion  which  seems  to  be  justified  by  the  information 
available  is  that  there  is  a  prima  facie  case  against  extreme  central- 
ization. The  reasons  for  this  conclusion  are  numerous.  One  of 
them  is  that  the  added  convenience  due  to  elision  of  restrictions, 
such  as  those  arising  from  the  interstate  commerce  clause  of  the 
Federal  Constitution,  would  be  largely  offset  by  losses  due  to  the 
cumbersome  red  tape  necessitated  by  the  size  of  the  federal  admin- 
istrative machine.  Another  is  that  a  constitutional  division  of  tax- 
ing power  between  the  Federal  Government  and  the  states  offers 
one  safeguard  against  dictatorships  such  as  have  developed  in  some 
other  countries. 

A  second  conclusion  apparently  justified  by  the  facts  is  that, 
although  technical,  legal,  fiscal,  administrative  and  political  prob- 
lems fairly  bristle  at  any  point  at  which  conflicting  taxation  issues 
may  be  attacked,  an  equally  difficult  undertaking  is  the  development 
of  popular  consciousness  of  inter-jurisdictional  conflicts  and  of  gen- 
eral assent  to  any  one  solution  which  may  be  proposed.  Certain 
individuals  concerned  with  technical  tax  problems  are  disposed  to 
emphasize  the  importance  of  administrative,  economic  and  legal 
aspects  and  to  neglect  the  political  and  selling  side  of  the  approach 
to  conflicting  taxation.  On  the  other  hand,  political  leadership  is 
generally  disposed  to  emphasize  the  political,  and  to  some  extent 
the  fiscal  phase  and  to  ignore  the  fundamental  administrative,  eco- 
nomic, and  political  theory  phases  of  the  problems.  One  essential 
is  clear-cut  recognition  by  leaders  in  tax  thought,  that  there  must 
be  a  balanced  program  for  sustained  investigation,  to  avoid  tech- 
nical difficulty  and  for  popular  education  to  assure  acceptance  of  a 
sensible  solution,  once  it  is  found. 

Although  conflicting  sales  taxation  is  most  prominent  in  the 
popular  mind,  the  problems  are  less  urgent  than  are  those  inherent 
in  more  technical  tax  measures.  Much  is  said  about  the  evils  aris- 
ing from  duplicating  federal  and  state  taxation,  for  example  of 
tobacco  and  gasoline  sales ;  and  during  the  past  two  years  consid- 
erable discussion  regarding  the  general  retail  sales  taxes,  which  are 
in  obvious  conflict  with  certain  federal  levies,  has  occurred.  The 
difficulties  here,  however,  though  obvious,  are  of  minor  significance, 
as  compared  with  those  surrounding  duplicate  liquor,  inheritance 
and  estate,  and  corporation  and  personal  income  taxes. 

Much  has  also  been  said  about  the  expensive  duplication  of  ad- 
ministration and  about  the  technical  administrative  inconveniences 
incident  to  dual  federal  and  state  legislation.  While  these  expenses 
and  inconveniences  are  also  apparent,  it  must  be  emphasized  that 
the  fiscal  and  legal  problems  of  the  various  levels  of  government, 
and  particularly  the  onerous  burdens  imposed  on  taxpayers  without 
any  corresponding  advantage  to  the  government,  are  decidedly  more 
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significant  issues.  It  must  be  observed,  however,  that  this  com- 
parison does  not  contemplate  the  administrative  difficulties  which 
may  arise  from  certain  of  the  proposed  solutions  to  federal-state 
conflicts,  but  merely  those  implicit  in  the  existing  duplicating  levies. 
It  is  entirely  possible  that  certain  readjustments  may  unwittingly 
occasion  practically  insurmountable  problems  of  administration. 

Approach  to  the  Solution  of  Particular  Tax  Conflicts 

Present  duplicating  federal  and  state  license  and  excise  taxes  on 
alcoholic  beverages  give  rise  to  urgent  problems.  The  difficulties 
are  actually  enhanced,  in  those  instances  in  which  the  states  adopt 
a  policy  of  liquor  monopolies,  in  lieu  of  taxation,  since  in  this  in- 
stance, not  only  must  the  issues  arising  from  the  federal  and  state 
programs  of  taxation  and  regulation  be  met,  but  there  are  also 
others,  incident  to  the  imposition  of  burdens  on  governmental  in- 
strumentalities. Some  of  the  taxation  difficulties  arise  from  diver- 
sity of  practices  in  the  several  states.  A  manufacturer  doing  busi- 
ness in  a  number  of  states,  for  example,  must  familiarize  himself 
with  the  tax  plans  in  each  state ;  and,  more  difficult  still,  must  con- 
form with  the  federal,  state,  and  local  license  provisions,  which  vary 
among  all  the  municipalities  or,  in  some  states,  among  the  counties. 
Then  there  are  the  problems  incident  to  the  relationship  between 
licensing  and  taxation  on  the  one  hand,  and  regulation  on  the  other. 
The  federal  policy  envisages  one  systematic  program  of  taxation 
which  is  consistent  with  the  plan  of  regulation.  Each  state,  at  the 
same  time,  contemplates  an  independent  plan,  similarly  consistent, 
but  often  inconsistent  with  the  viewpoint  of  the  Federal  Govern- 
ment. The  result  has  been  chaotic,  both  from  the  point  of  view 
of  taxation  and  also  from  that  of  regulation. 

The  states  which  have  adopted  a  policy  of  monopolizing  certain 
types  of  liquor  business  have  done  so,  not  merely  as  a  matter  of 
raising  public  revenue,  but  also  as  an  element  in  a  regulatory  plan 
for  the  state.  The  Federal  Government,  in  seeking  to  impose  taxes 
on  state  liquor  store  sales  and  on  the  income  the  state  liquor  mono- 
polies enjoy,  has  precipitated  the  question  of  whether  or  not  state 
liquor  monopolies  are  necessary  governmental  activities.  It  may 
be  agreed  that  if  a  state  engages  commercially  in  the  liquor  business, 
for  the  purpose  of  making  a  profit,  the  enterprise  is  clearly  pro- 
prietary ;  but,  if  a  state  engages  in  the  same  business,  with  a  view  to 
effective  regulation  of  the  alcoholic  beverage  business,  it  may  well 
be  argued  that  such  a  state  is  concerning  itself  with  a  necessary 
governmental  function.  The  resolution  of  this  problem  is  a  task  for 
the  courts,  but  meantime,  acute  difficulty  is  faced  by  those  states 
which  would  utilize  liquor  monoplies  as  a  part  of  their  solution  of 
the  alcoholic  beverage  problem. 

Liquor  taxation  experience  has  not  been  canvassed  with  sufficient 
care  to  justify  a  definitive  solution  of  federal-state  conflicts.     The 
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most  promising  approach  that  has  been  proposed  is  probably  some 
application  of  the  principles  advocated  prior  to  adoption  of  the  fed- 
eral liquor  tax  plan  by  the  Interstate  Commission  on  Conflicting 
Taxation  and  the  staff  of  the  Joint  Committee  on  Internal  Revenue 
Taxation.  In  broad  outline,  this  plan  would  have  made  the  Federal 
Government  responsible  for  excise  tax  administration  and  the  states 
responsible  for  licenses.  It  would,  however,  have  left  the  states 
entire  nominal  freedom  to  adopt  whatever  license  and  tax  plan  they 
preferred;  however,  in  the  light  of  the  program  for  distribution  of 
federal  revenues,  the  states  would  have  found  it  unprofitable  to  im- 
pose excise  taxes. 

The  most  urgent  conflicting  taxation  problem  facing  the  American 
public  seems  to  be  that  arising  from  the  present  liquor  revenue  plans. 

Probably  the  most  carefully  studied  conflicting  taxation  issues  are 
those  incident  to  federal  and  state  levies  on  estates  and  inheritances. 
In  this  area  the  experience  of  the  past  eleven  years  with  the  credit- 
ing device  is  particularly  enlightening,  and  both  the  staff  of  the 
Congressional  Committee  on  Conflicting  Taxation  and  that  of  the 
Interstate  Commission  on  Conflicting  Taxation  have  investigated 
this  experience  with  some  care.  It  is  apparent,  as  a  result  of  these 
investigations,  that  the  crediting  device  offers  one  type  of  solution 
for  the  death  tax  problems.  Moreover,  the  practice  of  imposing 
two  seperate  levies,  initiated  in  the  Federal  Revenue  Act  of  1932, 
has  in  it  much  that  is  constructive.  However,  the  results  obtained 
under  the  1926  act,  as  modified  by  the  federal  legislation  of  1932, 
are  in  some  respects  grotesque,  because  there  is  failure  to  work  out 
a  studied  articulation  of  the  two  levies.  It  is  accidental,  from  the 
viewpoint  of  the  crediting  device,  that  the  1926  act  provides  for  very 
mild  graduation  and,  since  the  credit  applies  only  against  the  levy 
imposed  in  that  act,  encourages  the  states  to  utilize  gently  graduated 
estate  and  inheritance  tax  rates.  Moreover,  the  two  acts  together 
operate  to  allocate  to  the  Federal  Government  a  very  large  share  of 
small  estates  (100  per  cent  in  the  case  of  estates  of  $50,000  to 
$100,000)  and  a  very  small  share  of  large  estates.  Obviously  the 
economic  facts  justify  a  precisely  opposite  treatment. 

If  the  basic  levy  on  all  estates  against  which  the  credit  applies 
provided  a  substantial  flat  rate,  or  a  substantial  very  sharply  gradu- 
ated rate,  then  Congress  could  impose  additional  levies  which  might 
be  changed  from  time  to  time,  without  upsetting  the  entire  plan  of 
the  states.  There  could  in  effect  be  a  normal  rate  subject  to  the 
credit,  and  a  variable  tax  against  which  the  offset  would  not  apply. 

This  plan  could  be  operated  as  at  the  present  time.  Or,  in  any 
event,  it  would  require  very  slight  changes  in  the  federal  adminis- 
tration. It  could  be  modified  to  provide  for  federal  administration  of 
state  levies  at  the  option  of  each  state.  By  a  still  further  slight  modi- 
fication, the  federal  statute  might  make  provision  for  supplementary 
levies  by  the  states,  provided  only  the  states  define  taxable  estates  in 
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the  same  way  as  does  the  Federal  Government.  This  proviso  could 
be  omitted,  but  its  omission  would  reduce  the  effectiveness  of  the 
plan  for  the  solution  of  conflicts. 

It  must  be  admitted  that  there  is  much  to  say  for  exclusive  federal 
death  taxes,  on  economic  grounds,  and  much  that  may  be  urged  in 
favor  of  exclusive  state  death  taxes,  on  a  legalistic  basis.  It  may,  in 
consequence  of  this  defensible  difference  in  viewpoint,  be  preferable 
to  attack  the  death  tax  problem  as  one  appropriate  for  separation  of 
revenue  sources,  rather  than  as  one  suitable  for  the  application  of 
the  crediting  device.  In  that  event  the  observations  suggested  above 
would  not  apply.  However,  it  is  probable  that  the  device  already 
being  utilized  is  the  most  satisfactory  available  approach,  though  it 
certainly  requires  considerable  refinement. 

Respecting  other  excise  taxes  than  liquor  taxes — those  on  trans- 
fers at  death,  and  those  on  the  closely  related  transfers  inter  vivos 
— the  evidence  available  appears  to  dictate  a  program  of  separation. 
Certain  of  these  measures,  notably  gasoline  taxes,  have  been  tradi- 
tionally and  successfully  administered  by  the  states ;  whereas  others, 
particularly  those  on  tobacco  products,  have  been  characteristically 
federal  revenue  devices.  While  the  appropriate  line  of  division  must 
sometimes  be  determined  on  grounds  other  than  tradition  and  ad- 
ministrative feasibility,  there  is  little  justification  for  continued  dual 
levies  by  both  federal  and  state  governments ;  and  some  line  of  divi- 
sion, taking  account  of  these  criteria  and  also  of  economic,  fiscal, 
and  legal  considerations,  should  be  drawn.  It  can  be  said  at  once 
that  there  is  good  reason  for  exclusive  state  taxation  of  gasoline  and 
of  utility  services  and  a  sound  basis  for  federal  taxation  of  tobacco 
and  perhaps  certain  types  of  beverages ;  but  the  field  for  state  and 
for  federal  taxation  of  other  selected  transactions  must  be  defined. 

At  the  present  time  the  Federal  Government,  and  most  of  the 
states,  impose  personal  income  taxes.  These  measures  involve  some 
of  the  most  serious  conflicts  to  be  found  in  the  tax  system,  but  the 
research  which  has  been  conducted  appears  not  to  define  a  satis- 
factory line  of  approach  to  the  solution  of  the  inequities.  The  prob- 
able consequences  of  the  crediting  device  as  a  remedy  have  been 
examined,  but  no  detailed  study  of  other  proposed  methods  of  attack 
has  been  made. 

The  evidence  already  adduced  suggests  that  the  crediting  device, 
if  accompanied  by  a  large  measure  of  federal  dictation  of  state  policy 
— highly  objectionable  in  itself — would  eliminate  many  of  the  ele- 
ments of  conflict.  However,  it  would  be  fiscally  objectionable  to 
many  states,  if  the  limitation  on  the  amount  of  the  credit  were 
reasonable,  and  in  any  event,  would  coerce  states  into  the  adoption 
of  personal  income  taxes,  whether  they  liked  it  or  not.  If  unaccom- 
panied by  a  substantial  measure  of  federal  prescription  of  state 
policy,  the  crediting  device  would  not  only  have  the  objectionable 
effect  of  coercing  the  states  to  a  greater  or  less  extent,  but  would 
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also  largely  fail  in  the  achievement  of  its  purpose.  It  may  he 
doubted,  therefore,  whether  the  utilization  of  this  plan  could  be  de- 
fended. 

Despite  the  unfortunate  effects,  the  conflicts  between  federal  and 
state  personal  income  tax  measures  may  be  found  more  endurable 
than  the  available  remedies.  Nevertheless,  it  is  important  that  other 
proposals  be  examined  carefully. 

The  most  serious  conflicts  between  federal  and  state  tax  measures 
probably  arise  in  connection  with  the  corporation  taxes.  Despite 
this  fact,  no  comprehensive  investigation  justifying-  a  conclusion 
regarding  the  best  approach  to  this  exasperating  problem  has  been 
made.  Various  students  have  suggested  the  crediting  device,  federal 
administration  of  supplementary  state  levies,  and  complete  federal 
administration,  with  a  division  of  revenues  with  the  states,  either 
directly  or  through  grants-in-aid. 

One  of  the  difficulties  in  studying  the  probable  operation  of  any 
proposed  solution  of  corporation  income  tax  conflicts  is  the  lack  of 
adequate  statistical  data.  The  statistics  published  by  the  Treasury 
Department,  purporting  to  reflect  the  distribution  of  corporation 
income  tax  receipts,  are  of  no  service  whatever,  because  interstate 
corporations  report  from  one  office  and  do  not  indicate  the  origin  of 
their  incomes.  Data  accumulated  by  state  tax  departments  are  not 
only  inadequate  but,  where  collected  at  all,  are  not  comparable  with 
statistics  provided  in  other  states.  Certain  students,  notably  Miss 
Mabel  Newcomer  of  Vassar  College  and  Mr.  L.  L.  Ecker-R  and 
Mr.  George  Stigler  of  the  National  Resources  Committee,  have  made 
some  progress  toward  an  estimate  of  corporate  income  on  a  state- 
by-state  basis.  While  the  estimates  are  doubtless  superior  to  any 
other  data  hitherto  accumulated,  they  probably  do  not  approximate 
closely  the  corporation  income  subject  to  tax  in  each  state. 

Nevertheless,  with  the  statistics  which  will  be  available  in  the  near 
future,  as  a  result  of  the  work  of  Messrs.  Ecker-R  and  Stigler,  there 
will  be  some  possibility  of  estimating  the  probable  consequences  of 
alternative  approaches  to  a  solution  of  corporation  income  tax 
conflicts. 

While  it  is  extremely  hazardous  to  offer  any  solution  of  the 
business  tax  problem,  I  suggest  the  probability  that,  objectionable 
as  it  is,  centralization,  to  the  extent  of  federal  administration,  may 
prove  to  be  the  only  way  out  of  the  difficulty.  This  solution,  if 
found  appropriate,  will  unquestionably  involve  both  technical  and 
political  difficulties  of  major  significance;  and,  as  already  suggested, 
it  is  an  approach  to  the  problem  which  probably  should  represent 
the  last  desperate  move  to  extricate  taxpayers  and  the  public  from 
an  impossible  situation. 

It  may  be  desirable  to  emphasize  again  the  tentative  character  of 
the  conclusions  stated  in  this  discussion.  Every  effort  has  been 
made  to  stress  the  need  for  a  careful  canvass,  from  both  the  political 
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and  the  technical  viewpoint,  of  every  proposed  solution.  The  most 
defensible  conclusion  in  the  entire  discussion  of  this  problem  is  that 
at  every  step,  political,  administrative,  fiscal,  legal  and  economic 
issues,  apparently  insoluble,  stare  the  attacker  in  the  face ;  and  any 
proposal,  in  order  to  justify  consideration  must  have  been  carefully 
analyzed  by  competent  workers  from  these  several  angles. 

Chairman  Long:  Thank  you  very  much,  Dr.  Martin.  That 
paper  ought  to  form  the  base,  later  in  the  proceedings,  for  a  con- 
siderable discussion,  particularly  the  portion  which  I  was  unwit- 
tingly the  cause  of  his  omitting  in  part,  namely  the  allocation  of 
the  income  of  corporate  taxes.  He  probably  would  agree  with  me 
that  all  he  could  do  would  be  to  scratch  the  surface  and  perhaps 
stimulate  thought.  I  am  going  to  suggest  that'  when  we  get  to  the 
discussion  period,  he  speak  again  for  a  moment,  because  there  are 
many  in  this  group  who  would  have  considerable  to  say  in  respect 
to  the  allocation  of  income  of  corporations.  Perhaps  it  would  be 
well  for  me  to  state  again  that  the  sub-committee  of  the  resolutions 
committee  will  meet  immediately  after  this  session  in  the  room  just 
off  the  registration  room  and  the  art  gallery,  back  of  this  stage,  and 
also  to  say  that  because  the  Kiwanians  desire  to  get  in  here  around 
noon,  we  shall  have  to  get  out  somewhere  around  eleven-thirty. 

The  next  speech  we  are  to  listen  to  happens  to  be  on  a  subject 
that  I  am  keenly  interested  in,  and  that  I  have  been  more  or  less 
instrumental  in  making  a  permanent  part  of  each  year's  program. 
There  seems  to  me  to  be  a  relationship  between  the  opening  paper, 
that  Mr.  Manning  so  ably  gave  us.  in  regard  to  recent  legislation 
— which,  by  the  way,  can  be  made  more  effective,  if  each  one 
interested  in  the  states  will  communicate  to  him  the  new  laws  that 
have  been  passed — and  this  next  paper,  which  has  to  do  with  recent 
decisions  of  our  courts,  where  again  it  requires  a  person  of  very 
keen  perception,  and  at  the  same  time,  a  person  who  ought  to  have 
whatever  we  may  gather  for  him  in  the  various  states  of  the  Union. 
This  is  not  meant  at  all  to  be  offensive  but  sometimes  I  am  of  the 
opinion  that  many  of  those  who  have  not  been  long  in  the  tax 
field  fail  to  sense  the  importance  of  court  decisions.  Many  of 
them  may  have  been  acquainted  with  legislative  enactments.  That 
is  something  they  must  be  familiar  with,  but  they  fail  very  fre- 
quently to  give  consideration,  it  seems  to  me,  to  those  legislative 
enactments  which  the  decisions  of  courts  in  states  other  than  their 
own,  have  a  tendency  to  control.  The  tax  administrator  is  not 
alone.  Unless  he  is  familiar  with  decisions  coming  from  other 
states,  and  undertakes  to  bulwark  his  own  laws,  by  seeing  that  a 
particular  difficulty  cannot  arise  in  his  own  state,  he  will  find 
suddenly,  some  morning,  that  the  whole  structure  has  been  destroyed, 
and  the  building  of  it  anew  is  a  very  difficult  problem. 
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The  next  speaker  is  known  to  all  of  you  who  are  members  of  the 
National  Tax  Association  and  who  read  the  monthly  Bulletins,  in 
which  there  is  conveyed  to  you  the  various  decisions. 

From  the  State  of  Wisconsin  comes  Mr.  Krueger.  He  has  been 
writing  up  these  decisions,  and  I  can  say  for  him — and  I  could  say 
it  a  little  better  if  he  were  not  here — that  they  are  extremely  able, 
and  I  believe  we  are  to  be  congratulated  upon  the  fact  that  Mr. 
Krueger  has  agreed  to  step  into  this  picture. 

I  am  asking  Mr.  L.  B.  Krueger,  Chief  Statistician  of  the 
Wisconsin  Tax  Commission,  to  speak  to  us  now  on  the  "  Significant 
Recent  Tax  Decisions." — Mr.  Krueger. 

Mr.  L.  B.  Krueger  (Wisconsin)  :  Mr.  President  and  members 
of  the  National  Tax  Association :  I  have  had  my  eye  on  the 
minute  hand  of  that  clock  up  there  and  realize  that  there  are 
some  compensations  in  being  the  last  speaker,  at  the  end  of  the 
session. 

I  had  planned  to  handle  the  dozen  or  more  cases  handed  down 
by  the  United  States  Supreme  Court,  which  have  an  important 
bearing  on  practical  tax  administration,  but  yesterday  Mr.  Saxe 
took  care  of  some  of  the  more  important  income  tax  cases  and 
Mr.  Knapp  touched  upon  the  inheritance  tax  cases,  and  possibly, 
under  those  conditions,  I  may  be  able  to  finish  what  I  have  to  say  in 
the  allotted  time. 

SOME  SIGNIFICANT  RECENT  TAN  DECISIONS 

L.    B.    KRUEGER 
Chief  Statistician,  Wisconsin  Tax  Commission 

It  is  the  purpose  of  this  paper  to  present  a  summarization  of  the 
more  significant  decisions  involving  the  laws  of  taxation  rendered 
by  the  courts  since  the  last  conference  of  the  National  Tax  Asso- 
ciation. While  the  October,  1934  term  of  the  United  States  Su- 
preme Court  and  the  terms  of  the  lower  federal  and  state  courts 
will  be  long  remembered  as  the  sessions  called  upon  to  give  judicial 
construction  and  interpretation  to  the  great  mass  of  New  Deal 
legislation,  there  were,  nevertheless,  a  number  of  noteworthy  tax 
cases  of  general  interest  to  students  of  taxation.  During  the  Oc- 
tober, 1934  term,  the  supreme  court  passed  upon  about  a  dozen  cases 
involving  the  constitutionality  of  state  tax  laws.  As  usual,  the  Four- 
teenth Amendment  was  the  basis  for  attacking  the  validity  of  state 
tax  statutes  in  the  largest  number  of  cases.  Next  in  number  and 
importance  were  cases  involving  the  Commerce  Clause  of  the  Fed- 
eral Constitution.  It  will  be  impossible  within  the  compass  of  a 
short  paper,  to  review  all  of  these  decisions.  The  writer  has  there- 
fore attempted  to  select  only  those  cases  which  are  liable  to  have  an 
important  bearing  on  practical  tax  administration. 
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Classification  and  Uniformity 

The  most  significant  decisions  rendered  by  the  United  States 
Supreme  Court  during  the  October  term  pertained  to  the  power  of 
the  states  to  tax  chain  stores.  The  court,  as  early  as  1930,  in  the 
Indiana  chain  store  tax  case,  decided  that  chain  store  operators  and 
independents  may  be  classified  separately,  for  purposes  of  taxation, 
because  of  special  factual  advantages  in  chain  store  operations.1  It 
was  there  held,  that  these  advantages  justified  a  progressive  gradu- 
ated tax  upon  chain  store  operators,  based  upon  the  number  of  stores. 
Substantially  the  same  views  were  held  by  the  court,  in  the  Florida 
case.2  On  January  14,  1935  the  court  upheld  the  constitutionality 
of  a  West  Virginia  law  which  imposed  a  license  tax,  graduated  from 
$2,  in  the  case  of  one  store,  to  $250  on  each  store  in  excess  of 
seventy-five.  In  this  case  the  court  recognized  a  principle  not  previ- 
ously recognized  in  chain  store  tax  taxes.  Not  only  may  a  chain 
store  be  separately  classified  for  purposes  of  taxation,  but  the  rates 
may  be  graduated,  to  the  extent  that  the  average  tax  per  store  on 
a  long  chain  may  exceed  the  average  net  profit  per  store.  That  is,  if 
a  chain  store  organization  chooses  to  increase  the  number  of  units  to 
the  point  where  the  tax  per  store  exceeds  the  average  net  profit  per 
store,  the  responsibility  rests  with  it,  and  the  legislatures,  and  the 
taxpayer  is  not  deprived  of  property  without  due  process  of  law.3 
.  A  district  court  of  three  judges  had  held  that  the  operation  of  the 
West  Virginia  law  on  filling  stations  was  so  much  harsher  and  heav- 
ier than  when  applies  to  other  chains,  as  to  constitute  a  denial  to 
the  complainant  of  the  equal  protection  of  the  law.  The  district 
court  also  held  that  gasoline  stations  were  not  stores,  within  the 
meaning  of  the  statutes.  This  decision  was  reversed  by  the  United 
States  Supreme  Court,  in  the  West  Virginia  case,  by  a  5-4  decision. 
The  significant  points  in  the  majority  opinion,  written  by  Associate 
Justice  Cardozo,  were  as  follows : 

(1)  Filling  stations  and  distribution  plants  are  stores  or  mer- 
cantile establishments,  within  the  meaning  of  the  law. 

(2)  The  statute  in  its  application  to  the  complainant  and 
others  similarly  situated  does  not  deny  to  the  taxpayer  the  equal 
protection  of  the  laws. 

(3)  Since  the  classification  was  valid,  the  statute  did  not  vio- 
late the  constitution  of  West  Virginia,  which  requires  that  tax- 
ation shall  be  equal  and  uniform  throughout  the  state. 

(4)  The  legislature,  having  the  power  to  levy  the  tax,  had 
discretion  as  to  the  extent  of  the  burden  to  impose  and  the 
contention,  therefore,  that  property  was  taken  without  process 
of  law  was  without  foundation. 

1  State  Board  of  Tax  Commissioners  v.  Jackson,  2S3  U.  S.  527. 

2  Liggett  Company  v.  Lee,  2SS  U.  S.  517. 

3  Fox  v.  Standard  Oil  Company,  2q4  U.  S.  87. 
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It  is  interesting  to  note  the  factual  advantages  emphasized  by 
the  court  for  chain  store  operators,  as  compared  to  independent 
merchants.  Referring  more  particularly  to  filling  stations  the 
opinion  states : 

"  We  have  here  abundant  capital ;  standardization  in  equip- 
ment and  display;  superior  management;  more  rapid  turnover; 
uniformity  in  store  management ;  special  accounting  methods : 
and  a  unified  sales  policy  co-ordinating  diverse  units." 

And  in  another  place : 

"  Broadly  speaking,  its  opportunities  and  powers  become 
greater  with  the  number  of  component  links ;  and  the  greater 
they  become,  the  more  far-reaching  are  the  consequences,  both 
social  and  economic.  For  that  reason  the  state  may  tax  the 
large  chains  more  heavily  than  the  small  ones,  and  upon  a 
graduated  basis,  .  .  .  Xot  only  may  it  do  this,  but  it  may  make 
the  tax  so  heavy  as  to  discourage  multiplication  of  the  units  to 
an  extent  believed  to  be  inordinate,  and  by  the  incidence  of  the 
burden  develop  other  forms  of  industry." 

Graduated  Tax  ox  Gross  Income 

Scarcely  had  the  students  of  taxation  time  to  absorb  the  full  im- 
port of  this  decision  in  the  West  Virginia  case,  when  the  court,  on 
March  11th,  by  a  6-3  decision,  held  the  graduated  sales  tax  law  of 
Kentucky  unconstitutional.4  The  Kentucky  law  had  been  enacted 
in  1930,  and  imposed  a  tax  on  gross  sales,  graduated  from  1/20  of 
one  per  cent,  on  sales  of  less  than  $400,000,  to  one  per  cent  on 
sales  in  excess  of  $1,000,000.  While  the  law  was  declared  to  be  a 
license  tax  on  retail  merchants,  payable  by  independents,  as  well  as 
by  so-called  chains,  because  of  the  moderate  increase  in  rates  with 
an  increase  in  volume,  it  had  everywhere  been  recognized  by  students 
of  taxation  as  primarily  a  chain  store  tax.  A  district  court  of  three 
judges  sustained  the  measure,  holding  among  other  things,  that  the 
exemption  of  certain  classes  of  property  from  taxation,  or  the  im- 
position of  different  rates  on  different  classes  of  property  or  persons, 
was  not  prohibited  by  the  equal  protection  clause  of  the  Federal 
Constitution.5  The  district  court,  in  general,  concurred  in  the  opinion 
that  ability  to  pay  increased  with  the  volume  of  business.  I  cannot 
refrain  from  quoting  from  the  decision  one  significant  sentence. 
The  district  court  said: 

"  We  think  it  may  be  laid  down  as  a  sound  rule  that,  even 
though  the  court  may  doubt  or  question  the  existence  of  the 
distinction  or  differences  forming  the  basis  of  classification  for 

4  Stewart  Dry  Goods  Company  v.  Lewis,  294  U.  S.  55°- 

5  Stewart  Dry  Goods  Company  v.  Lewis,  7  Fed.  Supp.   (2)   438. 
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state  taxation,  yet  if  the  matter  is  one  about  which  reasonable 
men  may  disagree,  the  judgment  and  discretion  of  the  legisla- 
tive body  should  not  be  interfered  with." 

The  Supreme  Court,  however,  in  an  opinion  rendered  by  Asso- 
ciate Justice  Roberts,  who,  by  the  way,  was  also  the  author  of  the 
majority  opinions  in  the  Indiana  and  North  Carolina  cases,  held  that 
the  statute  was 

"unjustifiably  unequal,  whimsical,  and  arbitrary,  as  much  so, 
as  would  be  a  tax  on  tangible  personal  property,  say  cattle, 
stepped  up  in  rate  on  each  additional  animal  owned  by  the  tax- 
payer, or  a  tax  similarly  graduated  according  to  the  number 
of  parcels  owned." 

In  brief,  it  was  the  opinion  of  the  majority  that  the  classification 
in  the  Kentucky  law  was  arbitrary ;  that  organizations  similarly 
circumstanced  were  not  treated  alike,  and  that  the  discriminatory 
treatment  was  mainly  due  to  the  fact  that  a  tax  based  on  gross  sales 
had  no  relation  to  the  net  profits  of  the  respective  organizations. 
Indeed,  the  majority  opinion  definitely  stated  that  "  classification  is 
arbitrary,  for  the  claimed  relation  of  gross  sales  (the  measure  of 
the  tax)  to  net  profits,  fails  to  justify  the  discrimination  between 
taxpayers."     And  in  another  place : 

"  the  sum  exacted  from  the  merchant  doing  the  larger  business 
being  not  only  greater  in  gross  amount,  but  greater  in  propor- 
tion to  sales,  than  that  demanded  of  his  smaller  competitor." 

Associate  Justice  Cardozo  wrote  a  vigorous  dissenting  opinion, 
which  was  concurred  in  by  associate  justices  Brandeis  and  Stone. 
The  opening  paragraph  of  this  opinion  is  significant. 

"  In  the  view  of  the  legislature  of  Kentucky  and  of  its  highest 
court  G  the  relation,  [that  is,  between  capacity  to  pay  and  volume 
of  business]  far  from  being  accidental  or  occasional,  has  a 
normal  or  average  validity,  attested  by  experience  and  by  the 
judgment  of  trained  observers.  The  one  view  discovers  in  the 
attempted  classification  an  act  of  arbitrary  preference  among 
groups  essentially  the  same.  The  other  perceives  in  the  divi- 
sion a  sincere  and  rational  endeavor  to  adapt  the  burdens  of 
taxation  to  the  teachings  of  economics  and  the  demands  of  social 
justice." 

Mr.  Cardozo  seemed  to  find  in  studies  of  the  bureaus  of  research, 
both  of  the  Universities  of  Kentucky  and  Harvard,  and  the  teachings 
of  economics  generally,  that  despite  occasional  variations,  a  reason- 
able relationship  did  exist  between  gross  sales,  net  gain  to  sales,  and 
the  ratio  of  net  gain  to  net  profit ;  and  that  the  classification  set  forth 

u  Moore  v.  State  Board  of  Charities  and  Corrections,  239  Ky.  729;  40 
S.  \V.   (2d)   349- 
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in  the  Kentucky  law,  according  to  size,  and  "  power,  and  opportunity, 
of  which  size  is  an  exponent  "  gave  substantially  similar  treatment 
to  organizations  similarly  situated. 

Repercussions  of  Kentucky  Decision  on  State  Taxing 
Systems 

On  January  1,  1934  twenty  states  were  imposing  special  taxes 
on  chain  stores.7  Fifteen  states  based  the  tax  on  the  number  of 
stores,  while  Kentucky,  Minnesota,  Xew  Mexico,  Vermont,  and 
Wisconsin  had  departed  from  this  traditional  method,  and  were  at- 
tempting to  measure. the  tax  liability  of  chain  organizations  by  the 
amount  of  gross  sales  derived  from  retail  operations.  The  Minne- 
sota law  has  both  a  per  store  tax  and  a  gross  sales  tax  feature,  and 
in  1935  the  states  of  Iowa  and  South  Dakota  adopted  laws  patterned 
closely  after  the  Minnesota  law.  Within  recent  years  there  has  been 
a  rather  distinct  trend  in  the  direction  of  basing  the  chain  store 
tax  upon  volume,  in  contrast  to  the  number  of  outlets.  To  the  group 
of  states  resorting  to  volume  taxes  in  recent  years,  the  decisions  of 
the  federal  and  state  courts  have  been  a  distinct  disappointment.8 

Wisconsin,  in  1933,  departed  from  the  traditional  method  of  taxing 
chain  stores  on  a  per  store  basis,  and  imposed  an  occupational  tax 
based  on  volume,  patterned  somewhat  after  the  Kentucky  law.  In 
contrast  to  the  latter,  however,  the  Wisconsin  law  was  designated 
an  occupational  tax,  and  the  constitution  authorizes  the  legislature  to 
impose  such  taxes  on  organizations  which  it  feels  cannot  be  ade- 
quately taxed  under  either  a  property  or  an  income  tax.  And, 
furthermore,  as  stated  above,  as  compared  to  the  Kentucky  law,  there 
was  this  distinguishing  feature,  that  the  graduated  tax  on  gross 
income  derived  from  retail  operations  applied  only  to  the  gross  in- 
come of  two  or  more  organizations  under  the  same  management, 
supervision  or  ownership.  Furthermore,  in  the  calendar  years  1934 
and  1935  the  Wisconsin  law  would  have  given  credit  for  taxes  paid 
on  merchants'  stock.  It  was  felt  that  these  differences  were  suffi- 
cient to  exclude  the  law  from  the  scope  of  the  majority  opinion  ren- 
dered by  the  United  States  Supreme  Court  in  the  Kentucky  case. 
However,  the  Wisconsin  supreme  court,  on  June  4th  of  the  current 
year,  held  that  the  decision  in  the  Kentucky  case  was  controlling; 
that  a  statute  imposing  a  graduated  occupational  tax  on  the  gross 
income  of  chain  stores  was  arbitrary  and  discriminatory,  under  the 
equal  protection  clause  of  the  Federal  Constitution ;  and  that  the 
statutory  designation  of  the  tax  was  not  conclusive  upon  courts,  as 

7  As  reported  by  the  Tax  Research  Foundation,  "  Tax  Systems  of  the 
World,"  Commerce  Clearing  House  Service,  page  103. 

8  The  courts  have  a  number  of  times  sustained  a  graduated  tax  on  the 
basis  of  size  alone,  without  reference  to  profits.  See  Clark  v.  Titusville 
(1902),  184  U.  S.  329;  and  Penney  Stores  v.  Mitchell  (1932),  59  Fed.  (2d) 
"89;  and  ./.  Magnano  Company  v.  Hamilton  (1934),  292  U.  S.  40. 
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to  the  character  of  the  tax  imposed.0  In  short,  it  was  the  unani- 
mous opinion  of  the  Wisconsin  court  that  the  Kentucky  case  was 
controlling;  that  a  graduated  tax  on  gross  income  was  unrelated  to 
ability  to  pay;  and  despite  the  fact  that  the  act  in  question  was 
designated  an  occupational  tax  on  chain  stores,  the  uniformity  clause 
in  the  Fourteenth  Amendment  was  violated.10 

The  application  of  the  decision  in  the  Kentucky  case  to  the  statutes 
in  those  states  imposing  volume  taxes  on  chain  stores  is  somewhat 
in  doubt,  because  of  certain  conflicting  sentences  in  Associate  Jus- 
tice Roberts'  opinion.     In  one  place  the  decision  reads : 

"  In  resolving  the  issue  we  are.  not  concluded  by  the  name 
or  description  of  the  tax  as  found  in  the  act ;  our  duty  is  to 
ascertain  its  nature  and  effect.  '  The  substance  and  not  the 
shadow  determines  the  validity  of  the  exercise  of  power.'  " 

This  sounds  discouraging  to  all  states  which  in  recent  years  have 
been  resorting  to  volume,  in  the  taxation  of  chain  stores.  In  another 
place,  however,  in  referring  to  recent  chain  store  tax  cases,  the 
opinion,  after  referring  to  the  fact  that  the  supreme  court  had  a 
number  of  times  recognized  the  chain  store  method  of  merchandis- 
ing, as  a  valid  basis  for  classification,  goes  on  to  say : 

"  The  instant  cases  present  a  classification  of  quite  another 
kind.  The  Kentucky  statute  ignores  the  form  of  organization 
and  the  method  of  conducting  business.  The  taxable  class  is 
retail  merchants,  whether  individuals,  partnerships,  or  corpora- 
tions ;  those  who  sell  in  one  store  or  many ;  those  who  offer  but 
one  sort  of  goods  and  those  who  through  departments,  deal  in 
many  lines  of  merchandise." 

The  upshot  of  the  whole  matter  is  simply  this ;  that  the  courts, 
in  passing  upon  chain  store  tax  statutes  since  1930,  justify  classi- 
fication on  the  basis  of  numbers  in  the  chain.  In  other  words,  the 
privilege,  the  enjoyment  of  which  is  the  basis  of  classification,  is 
the  number  of  outlets,  and  the  volume  taxes,  being  unrelated  to  the 
chaining  factor,  violate  the  uniformity  clause  in  the  Federal  Con- 
stitution. 

In  the  light  of  chain  store  tax  cases  during  the  past  year,  it  appears 
that  if  chain  stores  are  to  be  taxed  in  any  way  related  to  volume, 
the  respective  states  will  have  to  take  a  new  method  of  approach. 
Recent  court  decisions  have  probably  been  satisfactory  to  those  states 

9  Ed.  Schuster  <S°  Company,  Inc.  v.  Henry,  261  N.  W.  20.  In  view  of 
the  fact  that  a  federal  question  was  involved,  the  State  of  Wisconsin  ap- 
pealed the  case  to  the  United  States  Supreme  Court,  but  that  body  denied 
certiorari  on  October  2 1st,  and  thus  it  may  be  assumed  that  it  acquiesced  in 
the  decision. 

10  Rasing  its  opinion  squarely  on  the  precedent  established  in  the  Ken- 
tucky case,  the  supreme  court  of  Vermont  likewise  declared  the  graduated 
gross  sales  tax  in  that  state  unconstitutional.  Gt.  Atl.  &  Pac.  Tea  Co.  v. 
Harvey,  177  Atl.  423. 


320  NATIONAL  TAX  ASSOCIATION 

justifying  separate  classification,  on  purely  social  and  economic 
grounds.  For  the  increasing  number  of  states  in  recent  years,  how- 
ever, which  have  justified  separate  classification,  on  the  alleged  fact 
that  neither  under  a  general  property  tax  or  a  net  income  tax,  are 
chain  stores  making  fair  contributions  to  the  cost  of  government, 
recent  court  decisions  will  be  a  distinct,  and  keen  disappointment. 
It  is  the  writer's  belief  that  the  legislative  bodies  in  the  majority 
of  states  classifying  stores  separately,  for  purposes  of  taxation,  are 
no  longer  actuated  by  the  notion  that  chain  stores  undermine  com- 
munity life,  drive  money  out  of  the  community,  etc.,  but  are  pri- 
marily actuated  in  taxing  the  chains  on  a  basis  of  equality  with 
independent  merchants.  States  choosing  to  tax  chain  stores  on  the 
basis  of  volume  should  set  forth  clearly  in  the  act  that  the  actuating 
motive  is  not  social  or  economic,  but  primarily,  equality  in  taxation 
as  between  the  chains  and  the  independents. 

The  Fourteenth  Amendment  and  the  Assessment  of 
Railroads 

Changing  the  subject  somewhat,  from  decisions  affecting  the  tax- 
ation of  chain  stores,  to  the  assessment  of  railroads  under  the  prop- 
erty tax,  but  still  adhering  to  cases  coming  under  the  Fourteenth 
Amendment,  we  come  to  an  interesting  decision  in  a  controversy 
over  the  assessment  of  one  of  the  large  railroads  in  the  state  of 
Wyoming.11  The  statutory  standard  for  assessing  property  in 
Wyoming  is  actual  value.  The  railroad  contended  that  the  state, 
acting  through  its  board  of  equalization  and  the  assessing  authori- 
ties in  four  counties,  had  systematically  and  intentionally  discrimi- 
nated against  its  property,  in  favor  of  all  other  taxable  property,  in 
violation  of  the  Fourteenth  Amendment  of  the  Federal  Constitution. 
Specifically,  the  railroad  maintained  that  its  property  had  been 
assessed  at  133  1/3  per  cent  of  full  value,  while  other  taxable  prop- 
erty was  assessed  at  60  per  cent  of  full  value.  The  railroad  paid  to 
the  treasurers  of  the  four  counties  the  amount  it  claimed  would  have 
been  levied  against  it,  if  its  property  had  been  valued  on  the  same 
basis  as  other  property.  The  amount  paid  was  $101,163;  the  amount 
assessed  against  it  was  $168,606,  leaving  a  rather  significant  amount 
in  controversy.  The  matter  was  brought  before  the  district  court 
of  Wyoming  for  judicial  determination,  and  the  court  concluded 
that  all  other  property  had  been  assessed  at  actual  value;  that  the 
railroad  had  been  substantially  and  clearly  overvalued,  and  entered  a 
decree  requiring  the  respondent  to  pay  additional  taxes  amounting 
to  $33,519,  and  enjoined  the  collection  of  the  balance.  The  decree 
of  the  district  court  was  affirmed  by  the  circuit  court  of  appeals, 
and  the  case  was  carried  to  the  United  States  Supreme  Court  under 
certiorari. 

n  Rowley  v.  Chicago  o~"  North  Western  Railroad,  293  U.  S.  102. 
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In  arriving  at  the  taxable  value  of  the  respondent  railroad's 
Wyoming  property,  the  board  of  equalization  took  the  value  of  the 
system  and  applied  to  this  a  percentage  or  ratio,  based  on  traffic 
units,  use  of  rolling  stock,  one-half  the  sum  of  the  gross  operating 
percentage,  plus  the  net  operating  revenue  percentage,  and  the  per- 
centage which  Wyoming  main  track  mileage  was  to  total  system 
mileage.  In  other  words,  the  four  ratios  of  traffic  units,  rolling 
stock,  composite  of  gross  and  net  operating  revenues,  and  main  track 
mileage,  were  added  up  and  divided  by  4,  and  the  resulting  ratio  or 
per  cent,  namely,  2  1/10  per  cent,  was  applied  to  the  total  system 
value,  and  this  the  board  accepted  as  the  taxable  value  apportionable 
to  the  State  of  Wyoming.  The  district  court  rejected  two  of  these 
ratios,  devised  its  own  ratio,  as  being  more  equitable,  arrived  at 
what  it  considered  to  be  the  taxable  value,  and  enjoined  the  peti- 
tioners from  collecting  any  taxes  in  excess  of  this.  The  decree  of 
the  lower  court  was  reversed  by  the  United  States  Supreme  Court. 
Probably  the  most  significant  observations  were  as  follows: 

"  Overvaluation  resulting  from  error  of  judgment  will  not 
support  a  claim  of  discrimination.  There  must  be  something 
that  amounts  to  an  intention,  or  the  equivalent  of  fraudulent 
purpose,  to  disregard  the  fundamental  principle  of  uniformity." 

And,  furthermore,  upon  finding  in  an  injunction  suit  that  a  state 
tax  violates  the  equal  protection  clause  of  the  fourteenth  amendment 
because  of  discrimination  in  assessment,  the  federal  court  should 
leave  the  state  free  to  reassess.  It  is  without  jurisdiction  to  fix  the 
base  and  amount  of  the  tax  that  may  be  lawfully  exacted. 

The  Fourteenth  Amendment  and  Taxation  of  Incomes 

Before  passing  from  the  cases  coming  before  the  United  States 
Supreme  Court  on  the  Fourteenth  Amendment,  I  cannot  refrain 
from  touching  upon  a  case  which  should  have  come  before  the 
higher  court,  but  did  not,  due  to  a  technicality.  The  tax  commission 
of  the  State  of  New  York  included  within  the  taxable  income  of 
a  resident  of  that  state  a  rental  derived  from  real  estate  located  in 
the  State  of  Ohio,  and  also  a  capital  gain  resulting  from  sale  of 
some  parcels  of  real  estate,  also  located  in  Ohio.  The  case  came 
before  the  appellate  division  of  the  state  supreme  court,  which  held 
in  accordance  with  the  principle  established  in  Pollock  vs.  Farmers 
Loan  and  Trust  Company,  that  no  state  may  tax  anything  not  within 
its  jurisdiction,  without  violating  the  Fourteenth  Amendment,  and 
hence  that  the  rental  income  derived  by  a  resident  of  New  York 
from  real  estate  located  in  Ohio  could  not  be  included  by  the  State 
of  New  York  as  part  of  the  taxable  income  of  the  petitioner.  This 
court,  however,  held  that  a  different  question  was  presented  by  the 
item  representing  a  profit  from  the  sale  of  real  estate.  Quoting  from 
JVillcuts  vs.  Biam,  282  U.  S.  216,  288,  the  court  acquiesced  in  the 
view  there  presented,  that 
21 
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"  a  capital  gain  being  the  result  of  the  combination  of  several 
factors,  including  capital  investment,  and  quite  generally  some 
measure  of  sagacity,  the  gain  may  be  regarded  as  the  creation 
of  capital,  industry,  and  skill," 

and  was  taxable  at  the  residence  of  the  recipient.12  The  case  was 
taken  to  the  court  of  appeals,  which  rendered  no  opinion,  except  to 
affirm  the  judgment  of  the  appellate  division.13  The  case  was  then 
appealed  to  the  United  States  Supreme  Court  by  the  tax  commission 
of  the  State  of  New  York,  on  a  writ  of  certiorari,  but  that  court 
refused  to  take  jurisdiction,  since  the  lower  court  did  not  make  it 
clear  that  a  federal  question  was  involved,  and  refused  to  take  juris- 
diction, merely  on  surmise  (293  U.  S.  52).  The  inference,  how- 
ever, of  the  court  of  appeals  that  a  certain  gain  resulting  from  the 
sale  of  real  estate  located  in  another  state  is  taxable  income  at  the 
residence  of  the  owner,  is  of  interest  to  all  states  having  net  income 
tax  laws.  It  is  to  be  regretted  that  this  point  was  not  argued  before 
the  United  States  Supreme  Court. 

Senior  vs.  Bradcn  14  throws  some  light  on  the  right  of  a  state  to 
tax  the  income  of  its  citizens  derived  from  land  in  another  state. 
Max  Senior,  a  resident  of  Hamilton  County,  Ohio,  owned  land  trust 
certificates  (transferable  certificates)  showing  that  he  was  a  bene- 
ficiary under  seven  separate  declarations  of  trust,  entitling  him  to 
stated  portions  of  rent  from  specified  tracts  of  land,  some  located  in 
Ohio  and  some  in  the  State  of  Illinois.  Assessing  officials  of  Ham- 
ilton County  imposed  a  tax  measured  by  the  income  derived  from 
these  transferable  certificates  under  section  5323  of  the  Ohio  gen- 
eral code. 

Senior  contended  through  counsel  that  the  certificates  entitling 
him  to  a  beneficial  interest  in  real  estate  in  Illinois  could  not  be 
taxed  by  the  State  of  Ohio,  since  under  the  Fourteenth  Amendment 
the  state  had  no  power  to  tax  land  or  interest  in  land  situated  be- 
yond its  border ;  and  also  that  the  State  of  Ohio  had  no  power  to 
tax  land  or  interest  in  land  situated  within  its  borders,  other  than 
by  uniform  rule,  according  to  value.  This  view  was  sustained  by 
the  common  pleas  court  (Ohio  Nisi  Prius  Rep.  Vol.  XXX,  N.  S. 
147)  but  was  reversed  by  the  court  of  appeals,  (193  N.  E.  80)  and 
the  state  supreme  court  sustained  the  opinion  rendered  by  the  latter 
(193  N.  E.  614).  The  United  States  Supreme  Court  sustained  the 
opinion  of  the  trial  court,  thus  reversing  the  opinion  of  the  court 
of  appeals  and  the  Ohio  supreme  court. 

12  Pier son  v.  Lynch,  237  App.  Div.   (X.  Y.)    763. 

13  263  N.  Y.  533 ;   1S9  N.  E.  684. 

14  Senior  v.  Braden,  295  U.  S.  422.  This  case  also  has  a  significant  bear- 
ing on  the  taxation  of  inheritances  and  transfers.  In  the  corpus  of  an 
estate,  are  these  so-called  land  trust  certificates  intangible  property  or  real 
estate  ? 
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The  reasoning  of  the  opinion  really  depends  upon  whether  these 
so-called  land  trust  certificates  represent  an  interest  in  specified 
tracts  of  land  (interests  in  land),  or  whether,  as  the  state  contended, 
Senior's  interest  was  a  species  of  intangible  personal  property,  con- 
sisting of  equitable  choses  in  action,  and  therefore  taxable  under 
the  new  intangible  property  tax,  which  taxes  certain  intangibles  on 
the  basis  of  income  yield.  There  is  little  in  the  majority  opinion 
of  the  court  which  throws  any  light  on  the  question.  The  court 
did  not  touch  upon  the  tax  affecting  the  Ohio  trusts,  since  no  federal 
question  was  involved,  but  held  that  the  tax  affecting  the  extra- 
state  trusts  was  invalid. 

Associate  Justice  Stone  dissented  from  the  majority  opinion  and 
was  joined  by  Associate  Justices  Brandeis  and  Cardozo.  According 
to  the  minority  opinion 

"  the  trust  certificate  holder  stands  in  the  same  relationship  to 
the  land  as  the  stockholder  of  a  land-owning  corporation.  It  is 
not  denied  that  the  petitioner  receives  as  much  benefit  and 
protection  from  the  State  of  Ohio  with  respect  to  his  certificates 
as  does  the  owner  of  corporate  stock,  or  that  his  interest  is  as 
much  within  the  reach  of  the  state  power.  Only  by  resort  to 
subtle  refinements  of  legal  doctrine,  devised  without  reference 
to  the  problems  of  taxation  and  irrelevant  to  them,  or  by  treat- 
ing the  Fourteenth  Amendment  as  an  instrument  for  giving 
effect  to  our  own  peculiar  convictions  of  what  is  morally  or  eco- 
nomically desirable,  is  it  possible  to  sustain  the  taxation  of  the 
one  and  not  the  other." 

It  was  the  view  of  the  minority  that  the  owner  of  land  certificates 
in  Ohio  was  vested  with  valuable  property  rights  distinct  from  the 
land  itself,  and  enforceable  against  the  trustee,  within  as  well  as 
without  the  state.  These  rights  governed  the  receipt  and  enjoyment 
of  income  by  the  owner ;  were  protected  by  the  State  of  Ohio,  and 
should  therefore  have  been  subjected  to  the  state's  taxing  power. 

In  short,  it  might  be  said  that  it  was  the  opinion  of  the  majority 
that  the  taxation  of  these  land  trust  certificates  amounted  to  taxing 
the  land  itself,  while  it  was  the  opinion  of  the  minority  that  these 
so-called  trust  certificates  constituted  a  bundle  of  rights  quite  dis- 
tinct from  the  land  itself  which  could  properly  be  brought  within 
the  taxing  power  of  the  state.  To  one  not  versed  in  the  subtle 
refinements  of  legal  doctrine,  to  which  the  present  writer  must 
confess,  and  to  one  versed  in  the  economist's  approach  to  the  con- 
cept of  property  and  rights  to  property,  it  would  seem  that  the 
opinion  of  the  supreme  court  of  Ohio  should  have  been  sustained.15 

15  The  reasoning  of  the  court  in  this  case  should  be  compared  with 
Virginia  v.  The  Imperial  Coal  Sales  Company,  discussed  below,  where  the 
United  States  Supreme  Court  sustained  a  state  tax  on  intangible  property. 
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Interstate  Commerce 

Under  the  Commerce  Clause  of  the  constitution  the  most  inter- 
esting case  coming  before  the  United  States  Supreme  Court  during 
the  last  term  was  Virginia  vs.  The  Imperial  Coal  Sales  Company.16 
Since  the  tax  in  controversy  involved  the  situs  of  property,  this  case 
might  also  have  been  considered  under  the  Fourteenth  Amendment. 
Significant  facts  in  the  case  are  as  follows:  the  Imperial  Coal  Sales 
Company  was  a  sales  company,  selling  coal  for  foreign  coal  mining 
corporations,  docking  and  managing  the  shipment  and  transporta- 
tion of  the  coal  and  collecting  the  proceeds  of  the  sales  for  a  stipu- 
lated fee.  The  corporation  had  no  interest  in  coal  mines  in  the 
State  of  Virginia,  and  owned  no  real  estate  or  tangible  personal 
property  in  that  state. 

The  tax  in  question,  concerning  which  the  controversy  arose,  was 
an  ad  valorem  property  tax  levied  for  state  purposes,  at  75  cents  on 
every  SI 00  of  the  actual  value  of  the  capital  of  any  trade  or  business. 
By  capital  is  meant : 

i  1  I  The  inventory  of  stock  on  hand. 

( 2 )  The  excess  of  all  bills  and  accounts  receivable  over  bills 
payable. 

( 3  )  All  money  on  hand  and  on  deposit. 

( 4  i  All  other  taxable  personal  property  of  any  kind. 

Real  estate  was  not  taxable  under  this  capital  tax,  but  was  taxable 
as  other  real  estate,  and  tangible  personal  property  was  listed  ex- 
clusively for  local  taxation. 

The  tax  levy  made  by  the  State  of  Virginia  was  based  exclusively 
on  money  on  hand,  plus  the  excess  of  bills  and  accounts  receivable. 
The  case  was  first  tried  in  the  state  court  of  appeals,  which  held 
the  tax  invalid  because  it  was  a  burden  upon  interstate  commerce. 
The  state  supreme  court  affirmed  this  decision,  holding  the  tax  to 
be  on  property,  which  was  entirely  intangible,  and  which  was  wholly 
and  exclusively  used  in  interstate  commerce.17  A  federal  question 
was  therefore  involved,  and  the  case  was  appealed  to  the  United 
States  Supreme  Court.  This  court  reversed  the  decision  of  the 
lower  courts,  holding  that  the  intangible  property  of  the  corporation, 
consisting  of  money  on  hand  at  the  place  of  its  principal  office  in 
the  state  that  created  it,  and  the  excess  of  its  bills  and  accounts 
receivable  over  its  bills  payable,  had  their  situs  for  property  taxes 
in  that  state,  and  the  fact  that  such   intangible  property  was  em- 

lc  293  L".  S.  15. 

17  An  income  tax  was  also  assessed  against  the  company.  Under  the 
Virginia  law  every  domestic  corporation  doing  business  in  the  state  was 
required  to  pay  a  tax  upon  the  entire  net  income,  as  defined  in  the  statute, 
derived  from  business  done.  This  was  likewise  declared  invalid  by  the 
Virginia  court,  on  the  theory  that  the  net  income  was  derived  from  business 
not  done  in  the  state. 
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ployed  wholly  in  interstate  commerce,  and  that  the  owner  had  no 
real  or  tangible  personal  property  in  the  state,  did  not  exempt  the 
intangible  property  from  a  non-discriminatory  property  tax  by  the 
State  of  Virginia.     The  court  made  this  interesting  observation: 

"  It  is  not  the  character  of  the  property  that  makes  it  subject 
to  such  a  tax,  but  the  fact  that  the  property  has  its  suits  within 
the  taxing  state,  and  that  the  owner  should  give  appropriate 
support  to  the  government  that  protects  it." 

The  court  could  see  no  sound  reason  for  holding  that  the  owner 
must  have  real  estate  or  tangible  personal  property  within  the  state, 
in  order  to  subject  its  intangible  property  in  the  state  to  taxation. 

The  court  intimated  that  the  decision  would  have  been  otherwise 
had  the  tax  been  a  tax  on  gross  receipts  derived  from  interstate 
commerce,  or  a  privilege  tax,  measured  in  such  a  manner  as  to 
burden  interstate  commerce.  This  decision  likewise  should  be  of 
interest  to  states  having  net  income  tax  laws.  States  like  Virginia, 
having  an  apportionment  fraction  based  solely  on  amount  of  busi- 
ness done  in  the  state  should  change  their  statutes,  giving  appro- 
priate weight  to  income  derived  from  the  sales  of  intangibles. 

The  statutes  of  Montana  levied  a  privilege  or  occupational  tax 
upon  every  corporation  engaged  in  the  business  of  furnishing  tele- 
phone service  in  the  state,  and  the  tax  imposed  was  specific  "  on 
each  telephone  instrument  used,  controlled  and  operated  by  the  com- 
pany in  the  conduct  of  such  business."  The  statute  made  no  dis- 
tinction between  instruments  used  in  intrastate  and  interstate  ser- 
vice. The  act  was  first  assailed  on  the  ground  that  it  was  invalid 
under  the  Commerce  Clause  of  the  Federal  Constitution,  and  a  dis- 
trict court  of  three  judges  had  entered  a  final  decree,  permanently 
enjoining  the  state  from  collecting  any  tax  under  its  provisions. 
The  Mountain  States  Telephone  and  Telegraph  Company  wras  a  Colo- 
rado corporation  and  was  operating  a  state-wide  telephone  system 
in  Montana.  It  furnished  telephone  service  of  an  intrastate  and 
interstate  character,  its  system  extending  throughout  Montana  and 
other  surrounding  mountain  states.  The  evidence  seems  to  indicate 
that  the  same  telephone,  the  same  signalling  apparatus,  the  same 
wires,  central  office  equipment,  and  operating  organization  were 
used  in  common,  for  all  telephone  services,  interstate  as  well  as 
intrastate.  The  court  1S  sustained  the  decision  of  the  district  court, 
holding  that  the  Commerce  Clause  was  violated.  The  significant 
conclusions  of  the  court  were  as  follows :  A  state  may  require  pay- 
ment of  an  occupational  tax  from  one  engaged  in  both  intrastate 
and  interstate  commerce,  but  a  state  cannot  tax  interstate  commerce. 
It  cannot  levy  a  tax  upon  the  business  which  constitutes  such  com- 
merce, or  the  privilege  of  engaging  in  it,  and  the  fact  that  a  part 

18  Cooiwy    v.    The    Mountain    States    Telephone    &    Telegraph    Company, 
294  U.  S.  384. 
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of  such  business  is  intrastate,  and  therefore  taxable,  does  not  justify 
a  tax,  either  upon  the  interstate  business  or  upon  the  whole  business 
without  discrimination. 

Another  decision  under  the  Commerce  Clause,  of  interest  to  tax 
administrators,  involved  a  privilege  or  occupational  tax  on  a  bridge 
connecting  the  State  of  Michigan  and  Canada.  Under  a  Michigan 
statute  a  privilege  tax  was  imposed  on  a  corporation  owning  and 
operating  a  toll  bridge  between  the  State  of  Michigan  and  Canada. 
In  this  case  the  United  States  Supreme  Court  sustained  the  decision 
of  the  supreme  court  of  that  state,  which  held  that  the  corporation, 
in  exacting  a  toll  for  the  privilege  of  using  the  bridge  was  not  en- 
gaged in  foreign  commerce,  but  was  merely  providing  an  instru- 
mentality which  others  might  use,  in  conducting  such  commerce. 
The  court  thus  affirmed  the  position  taken  by  the  supreme  court  of 
Michigan,  which  had  held  that  the  tax  was  not  a  tax  on  interstate 
commerce,  for  the  interstate  activity  was  engaged  in  by  the  persons 
and  corporations  which  paid  the  company  for  the  privilege  of  using 
the  bridge.19 

One  more  case  20  under  the  Commerce  Clause  remains.  Wiloil 
Company,  a  Pennsylvania  corporation,  with  its  principal  office  at 
Pittsburgh,  had  purchased  thirteen  tank  cars  of  gasoline  from  a 
Wilmington,  Delaware  corporation.  The  company  was  a  distributor 
and  sold,  or  was  in  the  process  of  selling,  this  gasoline,  pursuant  to 
a  contract  specifying  a  price  per  gallon  f.  o.  b.  Wilmington,  Dela- 
ware, plus  3  cents  tax.  The  cars  were  ordered  through  the  com- 
pany's agent  in  Philadelphia,  for  delivery  to  purchasers  at  that  city 
or  at  Essington,  Pennsylvania.  The  question  facing  the  court  was 
whether  the  mere  fact  that  the  appellant  caused  the  fuel  to  be  shipped 
from  Delaware  to  Pennsylvania  in  tank  cars,  deemed  to  be  the 
original  packages,  on  purchaser's  sidings,  as  agreed,  made  the  im- 
position of  the  tax  repugnant  to  the  Commerce  Clause.  It  was  held 
by  the  court  that  the  Commerce  Clause  did  not  prevent  taxation  of 
goods  by  the  state  in  which  they  were  found,  merely  because  brought 
from  another  state,  for  that  would  unduly  trammel  state  power  of 
taxation  and  produce  gross  inequality  and  injustice.  The  court 
further  observed  that  though  delivery  to  the  purchaser  was  made 
in  accordance  with  the  terms  of  the  sale,  the  contracts  did  not  require 
or  even  contemplate  interstate  transportation ;  the  act  laid  no  burden 
on  interstate  commerce  as  such,  and,  if  any  burden  could  be  said 
to  result  from  the  imposition  of  the  tax,  it  was  indirect  and  precisely 
the  same  as  would  result  if  deliveries  had  been  made  exclusively 
by  intrastate  transportation  from  Pennsylvanian  sources. 

10  Detroit  International  Bridge  Company  v.  Tax  Board,  294  U.  S.  83. 
2"  Wiloil  Corporation  v.  Commonwealth  of  Pennsylvania,  294  U.  S.  169. 
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Immunity  from  State  and  Federal  Taxation 

Time  prevents  me  from  giving  more  than  passing  attention  to 
the  numerous  cases  which  came  before  the  United  States  Supreme 
Court  under  the  Federal  Revenue  Act.  During  the  last  two  terms 
of  the  United  States  Supreme  Court  there  was,  however,  a  group 
of  income  tax  cases  which  should  be  of  special  significance  to  this 
audience.  The  repeal  of  the  Eighteenth  Amendment  and  problems 
growing  out  of  the  depression  have  led  to  an  expansion  of  the 
sphere  of  governmental  enterprise  and  a  consequent  withdrawal  of 
enterprise  subject  to  state  and  federal  taxation.  In  Ohio  vs.  Hel- 
vering 21  the  United  States  Supreme  Court  held  that  state-owned 
stores  (liquor  dispensaries)  operated  by  civil  service  employees  were 
subject  to  the  federal  taxing  power.  In  the  South  Carolina  cases,22 
where  liquor  dispensaries  were  operated  by  the  State  of  South  Caro- 
lina, immunity  from  federal  taxation  was  denied  on  practically  the 
same  ground. 

The  aforementioned  cases  came  before  the  United  States  Supreme 
Court  prior  to  the  1933  term.  In  Helvering  vs.  Powers,  which 
came  before  the  court  during  the  1934  term,  we  have  a  more  com- 
plete statement  of  the  position  of  the  court.  Chapter  159  of  the 
Massachusetts  Special  Acts  1918,  provided  for  state  operation  of  the 
Boston  Elevated  Railway  Company.  The  act  created  a  board  of 
five  trustees,  to  be  appointed  by  the  governor,  with  the  advice  and 
consent  of  the  council.  The  commissioner  of  internal  revenue 
levied  a  federal  income  tax  on  the  compensation  of  these  trustees,  for 
the  years  1926-1929,  which  assessment  was  sustained  by  the  Board 
of  tax  appeals,  but  was  reversed  by  the  circuit  court  of  appeals,  and 
the  case  was  carried  to  the  United  States  Supreme  Court,  under  a 
writ  of  certiorari.  Chief  Justice  Hughes  delivered  the  opinion  of 
the  supreme  court,  reversing  the  decree  of  the  circuit  court  of 
appeals.  It  was  the  conclusion  of  the  court  that  a  state  could  not 
withdraw  sources  of  revenue  from  the  federal  taxing  power,  by  en- 
gaging in  businesses  which  constitute  a  departure  from  essential 
governmental  functions,  and  to  which,  by  reason  of  their  nature,  the 
federal  taxing  power  would  normally  extend.  Quoting  from  the 
decision : 

"  If  in  the  instant  case  the  commonwealth  had  acquired  the 
property  of  the  company  and  had  organized  the  management  of 
it  in  perpetuity  by  the  state  government  instead  of  temporarily, 
or  had  taken  over  all  of  the  street  railways  in  all  its  cities  for 
direct  operation  by  the  commonwealth,  there  would  appear  to 
be  no  ground,  under  the  principles  established  by  the  decisions 
we  have  cited,  for  holding  that  this  would  effect  the  withdrawal 
of  the  enterprise  from  the  federal  taxing  power." 

21  292  U.  S.  360. 

22  213  U.  S.  151   (iqoS)  ;  also  199  U.  S.  437  (1905)- 
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Furthermore,  the  court  held  that  the  fact  that  such  enterprises  were 
undertaken  for  what  the  state  conceived  to  be  the  public  benefit  did 
not  establish  immunity.23 

So  much  for  the  withdrawal  of  enterprises  from  the  federal  taxing 
power.  We  come  now  to  the  right  of  states  to  levy  taxes  upon  the 
property  of  corporations  set  up  and  owned  by  the  Federal  Govern- 
ment. Shares  of  stock  of  a  national  bank  located  in  Maryland  were 
held  taxable  by  the  State  of  Maryland,  even  though  such  stock  was 
at  the  time  the  property  of  the  Reconstruction  Finance  Corporation. 
Such  was  the  opinion  of  the  Maryland  Court  of  Appeals.24  Under 
a  plan  of  reorganization,  following  the  bank  moratorium  in  March, 
1933,  the  Reconstruction  Finance  Corporation  subscribed  to  an  issue 
of  ten  thousand  shares  of  preferred  stock  in  the  Baltimore  National 
Bank.  The  tax  on  shares,  under  the  Maryland  statutes,  was  assessed 
and  laid  on  "  the  several  owners  thereof  .  .  .  but  may  be  collected 
in  cash  from  the  bank,  with  the  right  to  reimbursement  from  the 
respective  stockholders."  R.  S.  5219,  as  last  amended  by  an  act 
of  Congress  March  25,  1926.  authorizes  the  states  to  tax  all  the 
shares  of  national  banking  associations  located  within  their  juris- 
diction, subject  to  certain  limitations  which  need  not  be  mentioned 
here.  Also,  under  an  old  court  decision,  where  the  shares  of  a 
national  bank  are  held  by  another  national  bank,  the  latter  may  be 
brought  within  the  state  taxing  power,  even  though  it  is  an  agency 
of  the  Federal  Government. 

Probably  the  strongest  precedent  for  holding  the  shares  of  stock 
of  the  Baltimore  National  Bank  owned  by  the  Reconstruction  Fin- 
ance Corporation  taxable  is  to  be  found  in  State  of  North  Dakota 
vs.  Olson.25  Some  years  ago  the  State  of  North  Dakota  incorpor- 
ated a  bank  of  its  own,  the  so-called  Bank  of  North  Dakota,  for  the 
purpose  of  encouraging  and  promoting  agriculture,  commerce  and 
industry.  All  the  stock  was  owned  by  the  state,  and  it  was  managed 
by  a  board  of  directors,  composed  of  the  governor,  attorney  general, 
and  commissioner  of  agriculture  and  labor.  The  power  of  the  State 
of  North  Dakota  to  extend  aid  of  this  character  was  never  ques- 
tioned, yet  the  bank  was  held  subject  to  the  federal  taxing  power. 
State  immunity  from  federal  taxing  power  was  denied  by  a  federal 
district  court  of  three  judges,  which  was  sustained  by  the  circuit 
court  of  appeals,  even  though  it  was  recognized  by  the  courts  that 
the  state  bank  was  strictly  not  of  a  private  nature  and  had  been 
created  to  meet  a  public  need. 

The  supreme  courts  of  Maine  and  Kentucky  have  granted  federal 
immunity  from  state  taxation  in  the  case  of  national  bank  stock 
owned  by  the  R.  F.  C.  on  the  ground  that,  in  the  case  of  a  federal 

23  Helvering  v.  Powers,  293  U.  S.  214. 

24  State  Tax  Commission  v.  Baltimore  National  Bank,  180  Atl.  260. 

25  (C.  C.  A.)   33  Fed.   (2d)   848. 


DISCUSSION  329 

instrumentality,  ownership  alone  establishes  immunity.  But  note 
that  in  the  cases  thus  far  cited,  bearing  on  state  immunity  from 
federal  taxation,  this  principle  was  not  recognized.  In  the  liquor 
store  case  and  in  the  Massachusetts  case,  immunity  was  denied  on 
the  ground  that  the  governmental  functions  exercised  by  these  newly 
created  agencies  were  not  essentially  governmental  functions.  That 
is,  mere  ownership  is  not  sufficient.  Also  it  has  been  held  that  when 
a  state  engages  in  a  business  of  a  private  nature,  it  exercises  non- 
governmental functions.  In  the  classic  case,  McCulloch  vs.  Mary- 
land, it  was  recognized  that  immunity  as  between  the  states  and 
Federal  Government  was  mutual,  that  is,  a  state  could  not  tax  an 
instrumentality  of  the  Federal  Government  and  neither  could  the 
Federal  Government  tax  the  instrumentalities  of  a  state. 

The  significance  of  this  pending  Maryland  case  is,  I  believe,  ap- 
parent to  this  gathering.  With  the  rapid  extension  of  federal  enter- 
prises into  fields  hitherto  not  at  all  connected  with  government,  such 
as  the  building  of  homes,  the  selling  of  electrical  appliances,  and 
power,  and  in  the  domain  of  banking,  practical  tax  administrators 
want  to  know  what  property  and  income  are  taxable,  and  what  are 
not.  May  we  not  hope  that  in  the  decision  now  pending  the  su- 
preme court  will  establish  a  set  of  principles  governing  federal 
immunity  from  state  taxation. 

Chairman  Long:  We  are  very  grateful,  Mr.  Krueger. 

Xow,  we  have  a  few  moments  for  discussion.  You  were  in  great 
danger  when  Mr.  Krueger  was  speaking,  because  he  was  on  the 
subject  of  immunity  from  taxation,  in  its  broad  relationships  to 
our  form  of  government  under  our  dual  sovereignty,  which  happens 
to  interest  me  very  much,  and  if  he  had  gone  an  hour  and  twenty 
minutes,  you  could  have  laid  it  to  me.  because  I  should  like  to  see 
that  subject  well  developed. 

I  do  want  to  call  attention  to  a  part  of  his  remarks  that  he 
probably  would  have  called  attention  to,  if  he  had  had  a  little 
longer  period;  and  that  is,  there  is  a  strange  trend  to  the  United 
States  Supreme  Court  decisions  which,  while  not  definitely  saying 
so,  apparently  give  color  to  the  thought  that  the  Federal  Govern- 
ment goes  on  the  idea  that  any  activity  in  which  the  Federal 
Government  chooses  to  engage  in,  becomes — because  they  do  en- 
gage in  it — an  essential  governmental  function.  Although  there 
is  no  direct  decision  on  that  point,  as  you  read  the  cases,  there  is  a 
little  mite  of  color  given  to  the  thought  that  the  court  would  hold 
that  the  Federal  Government  could  do  anything  it  wanted  to  and 
that  it  would  always  be  an  essential  governmental  function.  There 
are  two  cases  that  Mr.  Krueger  did  not  call  attention  to,  the  Indian 
Motorcycle  case;  283  U.  S.  570  and  Lash's  Products  case,  278  U.  S. 
175   more   or  less  contradicting  each  other;   there  they  laid  down 
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sharply  again  the  definite  rule  that  there  would  be  very  strict 
thought  in  respect  to  the  court's  determination  of  what  was  and  was 
not  a  governmental  function.  You  know  the  decisions  we  have 
had  on  that,  where  the  court  has  held,  for  example,  that  water 
supply  is  not  an  essential  governmental  function.  They  have  gone 
into  all  manner  of  things,  stripping  down  to  the  bare  facts  the 
requirements  of  the  states  and  their  political  subdivisions.  That 
was  particularly  interesting  to  me,  because  I  have  reached  a  point 
now  on  tobacco  taxes,  where  I  have  asked  some  of  the  states  to 
join  with  me  in  testing  that  very  thing.  I  discovered  in  my  own 
state,  when  I  came  to  administer  the  gasoline  tax  law,  that  I  had 
to  give  up  a  lot  of  money  to  the  Federal  Government,  because  we 
could  not  tax  them.  On  looking  around.  I  found  that  there  were 
numerous  instances  in  Massachusetts  where  we  were  compelled  to 
pay  tribute  to  the  United  States.  The  most  outstanding  one  I  seized 
upon  was  the  tobacco  tax,  because  we  use  in  our  institutions,  and 
particularly  in  those  for  the  treatment  of  our  mentally  sick,  suffi- 
cient pounds  of  tobacco  a  year,  so  that  we  are  paying  the  Federal 
Government  about  $22,000.  Now,  the  court  of  claims  is  going  to 
decide  whether  I  am  correct  or  in  error.  I  have  the  briefs  all 
filed  and  am  faced  with  this  situation :  the  Government  takes  the 
stand  that  the  tobacco  tax,  starting  in  1794,  is  on  removal,  and 
that  therefore  the  tax  is  included  in  the  price  of  the  article ; 
that  the  burden  of  the  tax  is  remote;  that  the  purchase  of  the 
tobacco  itself  causes  no  burden  on  the  state  government.  They  go 
further  and  say  it  is  not  necessary  to  have  a  mental  disease  hospital, 
that  is,  a  place  to  confine  the  insane  is  not  an  essential  thing,  and 
giving  them  tobacco  is  not  essential.  I  am  going  to  try  to  combat 
those  two  ideas.  I  shall  point  out  that  there  is  a  necessity  on  the 
part  of  the  taxpayers  of  Massachusetts  to  raise  more  money,  in 
order  to  get  that  tobacco,  and  that  the  United  States  is  enriched  by 
it.  If  the  courts  hold  against  me  and  hold  that  it  is  a  direct  burden 
and  that  the  words  "  sale  "  or  "  sale  and  use  for  consumption  "  are 
not  what  we  think  they  are.  I  am  in  this  position :  while  I  may  lose 
the  $22,000  a  year  to  the  Commonwealth  of  Massachusetts,  on 
tobacco  taxes,  it  will  make  clear  that  we  can  lay  a  removal  tax  on 
gasoline,  and  we  can  change  our  law  readily,  and  instead  of  getting 
the  $20,000  immunity  from  taxation  I  shall  be  able  to  turn  around 
and  get  about  $185,000  out  of  the  Federal  Government  on  gasoline 
taxes.  So,  I  don't  care  which  way  it  goes. 
Mr.  Riley  wants  to  make  an  announcement. 

Mr.  Ray  L.  Riley   (California)  :  I  am  not  going  to  make  an 
announcement;  I  am  going  to  discuss  the  subject  before  you. 

Chairman  Long  :  If  I  had  known  that,  I  should  have  kept  at 
it  longer. 
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Mr.  Ray  L.  Riley:  (California)  :  There  is  a  case  coming  up  in 
California  directly  in  point.  The  State  of  California  includes  a 
system  of  state  parks,  largely  up  and  down  the  coast.  The  Federal 
Government  has  denied  to  us  a  refund  on  gasoline  purchased  for 
use  in  state  parks  by  state  employees.  Incidentally,  it  is  collecting 
a  tax  on  income  from  those  employees.  We  intend,  of  course,  to 
carry  that  to  the  courts,  but  in  order  to  enforce  our  demands  in 
the  matter,  we  are  going  to  deny  the  Federal  Government  refunds 
on  gasoline  that  they  use  for  non-governmental  agencies  in  Cali- 
fornia, such  as  the  Home  Owners  Loan  Corporation  and  agencies 
of  that  character.  Our  first  move  will  be  to  offset  one  against  the 
other,  in  which  we  have  the  better  of  it,  so  far  as  the  tax  is  con- 
cerned, and  let  them  do  the  fighting,  largely.  The  question  is  ma- 
terial all  along  the  line.  For  instance,  take  our  workmen's  com- 
pensation department,  carried  on  by  the  state,  the  Federal  Govern- 
ment recently  has  levied  a  tax  against  the  income  of  all  the  em- 
ployees of  that  department,  a  purely  state  agency,  maintained  by  the 
state  in  the  interest  of  the  people  of  California.  They  allege,  of 
course,  that  it  is  a  non-governmental  agency  and  not  necessary  for 
the  conduct  of  the  state  government.  It  is  a  very  involved  ques- 
tion with  us. 

Chairman  Long:  Thank  you  very  much,  Mr.  Riley.  Dr.  Martin, 
will  you  come  up  here,  please. 

Mr.  James  W.  Martin  (Kentucky)  :  I  ought  to  apologize  for 
appearing  again  here  so  immediately,  but  there  is  one  point  raised 
in  a  Kentucky  case  that  Mr.  Krueger  discussed  at  length  that  it 
seems  to  me  is  worth  pointing  out.  The  eminent  counsel,  Mr. 
Stamm,  of  the  joint  committee  on  internal  revenue  taxation,  pointed 
out  to  me  in  a  conference  some  time  ago  that  the  language  which 
Mr.  Krueger  quoted  to  you  was  not  intelligible  or  was  not  indica- 
tive of  the  viewpoint  of  the  court,  standing  alone.  He  said  that  the 
language  was  to  be  understood  in  the  light  of  the  thinking  that  the 
majority  of  the  court  did  on  the  problem,  and,  in  particular,  in  the 
light  of  its  understanding  of  what  the  tax  really  applied  to. 

If  you  examine  the  majority  opinion  closely,  you  will  find  that 
the  court  says  that  in  the  case  of  two  merchants,  each  making  a 
sale  of  $100 — I  am  adapting  the  illustration — if,  during  the  same 
year,  one  of  those  merchants  had  previously  made  a  million  dol- 
lars' worth  of  sales,  and  the  other  had  made  only  a  couple  hundred 
dollars'  worth  of  sales,  one  of  them,  on  a  sale  of  $100,  must  pay 
a  tax  of  one  percent  and  the  other  must  pay  a  tax  of  one-twentieth 
of  one  percent,  and  that  that  is  the  source  of  the  distinction  illus- 
trated in  the  material  that  Mr.  Krueger  has  quoted. 

The  Kentucky  Court  of  Appeals,  which  had  previously  decided 
the  matter,  interpreted  the  tax,  not  a  tax  on  each  particular  sale, 
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but  a  tax  on  the  privilege  of  doing  business,  measured  by  the  annual 
sales  of  merchants.  In  other  words,  the  measure  of  the  tax  was 
the  aggregate  sales  of  the  merchant,  and  the  tax  was  imposed  on 
the  privilege  of  doing  business,  measured  by  the  aggregate  sales, 
and  not  on  each  individual  sale.  Mr.  Stamm  believes  that  the 
fundamental  basis  for  this  decision  was  the  understanding  of  the 
majority  of  the  United  States  Supreme  Court  that  the  tax  was 
levied  on  sales  as  such,  that  is,  on  the  individual  sales,  and  that, 
as  common  sense  would  show,  there  is  obvious  discrimination  be- 
tween the  sales  of  one  merchant,  who  has  made  previously  in  the 
same  year  over  a  million  dollars'  worth  of  sales,  and  the  sales  of 
another  merchant  who  has  made  less  than  $400,000  worth  of  sales. 
In  other  words,  he  has  not  made  a  sufficient  volume  of  sales  to  come 
into   the   graduated   rates. 

I  don't  know  whether  that  is  a  proper  interpretation  of  the  view 
point  of  the  court.  If  it  is,  it  may  mean  that  a  little  better  for- 
mulated statute,  covering  exactly  the  same  principle  that  the 
Kentucky  statute  attempted  to  cover,  would  be  sustained  by  the 
court.  Of  course,  it  would  be  more  difficult  to  get  it  sustained 
now,  the  court  having  decided  as  it  did  in  this  case,  but  that  view- 
point has  been  advanced  by  certain  eminent  counsel  and  it  seems 
to  me  worthy  of  consideration,  in  connection  with  what  Mr. 
Krneger  has  already  shown  to  have  been  the  sense  of  the  court 
itself. 

Chairman  Long:  I  unfortunately  called  you  Mr.  Krueger  (like 
Kreeger)  and  Dr.  Martin  called  you  Mr.  Krueger  (like  Krooger  i 
and  I  am  going  to  give  you  a  chance  to  defend  yourself  in  answer 
to  his  Kentucky  suggestion.  Do  you  wish  to  say  anything,  in 
addition  to  what  he  said,  as  to  the  possible  interpretation  of  the 
courts  in  that  Kentucky  case. 

Mr.  L.  B.  Krueger  (Wisconsin)  :  I  might  say,  for  myself,  I 
call  myself  Krueger  (like  Kreeger)  but  to  my  wife  I  am  Krueger 
(like  Krooger). 

Chairman  Long:  Gentlemen;  there  you  have  the  born  diplomat. 

Mr.  L.  B.  Krueger  (Wisconsin)  :  In  other  words.  I  married 
a  Yankee. 

Chairman  Long  :  I  am  glad  to  see  that  sense  comes  out  of 
Wisconsin. 

Mr.  Philip  Zoercher  (Indiana)  :  Do  you  people  in  Massachu- 
setts, when  you  talk  about  your  state  institutions,  consider  tobacco 
a  food? 

Chairman  Long:  They  have  what  they  call  "  eat-tobacco ". 
Have  you  any  other  questions?     Mr.  Wallace,  of  Minnesota? 
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Mr.  G.  E.  Wallace  (Minnesota):  1  should  like  to  ask  Mr. 
Krueger  (like  Kreeger)  or  Mr.  Krueger  (like  Krooger)  a  ques- 
tion. As  soon  as  I  get  back  to  St.  Paul  I  have  to  rule  on  a  question 
of  whether  or  not  the  state  can  tax  the  officials  of  the  Federal 
Land  Bank  under  the  state  income  tax  Act,  and  1  am  just  about 
to  rule  that  they  are  taxable.  I  hate  to  be  reversed  by  the  courts. 
I  should  like  to  have  his  advice  as  to  whether  or  not  I  am  right 
or  wrong  in  my  conclusion. 

Chairman  Long:  If  you  want  me  to  relieve  you  a  bit  on  that,  I 
can,  by  suggesting  as  a  preliminary  to  your  statement,  that  before 
he  comes  to  his  decision,  he  read  very  carefully  the  enactment  by 
the  Congress  of  that  Federal  Land  Bank  Act.  which  incidentally, 
prevents  us  in  Massachusetts — because  our  income  tax  is  a  property 
tax — from  laying  a  tax  on  the  salaries  of  those  who  derive  them 
from  that  particular  source.  Now,  Mr.  Krueger,  with  that  start 
you  can  give  him  both  barrels. 

Mr.  L.  B.  Krueger  (Wisconsin)  :  I  think  a  lot  will  depend  also 
on  whether  the  United  States  Supreme  Court  is  going  to  lay  down 
one  set  of  principles  covering  immunity  from  state  taxation  and 
another  set  of  principles  covering  immunity  from  federal  taxation. 
In  these  recent  state  cases  that  I  have  quoted  to  you,  they  have 
emphasized  the  fact  that  the  mere  existence  of  a  state  agency  or  the 
mere  fact  that  property  is  state  property  is  not  sufficient.  It  must 
be  an  essential  governmental  function,  and  it  somewhat  depends 
upon  what  the  Supreme  Court  is  going  to  hold  in  regard  to  the 
Reconstruction  Finance  Corporation.  With  the  Federal  Govern- 
ment going  into  the  finance  business,  is  that  an  essential  govern- 
mental function  ?  And  also  the  Federal  Government  going  into 
the  land  banking  business  or  banking  business  generally;  is  that 
an  essential  function  of  government  ? 

Voice  :  Or  the  T.  V.  A. 

Mr.  L.  B.  Krueger  (Wisconsin)  :  Nevertheless  I  should  slap 
the  income  tax  on  them. 

Col.  W.  S.  Bouton  (Tennessee)  :  While  these  gentlemen  are 
arguing  on  this  subject  of  unanswered  prayers  and  dissenting 
opinions,  we  want  to  invite  them  down  to  Tennessee;  Mr.  Krueger 
and  Jim  Martin  and  people  like  that. 

The  T.  V.  A.,  so  far,  has  avoided  gasoline  taxes  in  Tennessee 
to  the  extent  of  $600,000.  Judge  Grubb  is  now  about  to  decide 
everything  you  gentlemen  are  talking  about.  It  will  be  before 
the  court  very  shortly.  Of  course,  we  cannot  run  on  dissenting 
opinions  and  unanswered  prayers  down  there.  On  the  basis  of 
every  case  these  gentlemen  have  touched  on,  we  invite  them  to 
come  down  there.  We  cannot  pay  you  anything  but  we  will 
retain  vou. 
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Chairman  Long  :  That  is  generous  of  Col.  Bouton,  and  I  am 
sorry  that  we  have  to  close  this  discussion.  It  opens  up  the  best 
part  of  this  session  of  the  conference.  Unfortunately  the  Kiwanians 
desire  to  come  in  and  I  have  to  mention  two  things :  first,  it  seems 
that  the  secretary,  for  some  reason,  now  confesses  that  he  did  not 
make  arrangements  for  a  photographer  for  this  group,  and  I  am 
going  to  ask,  if  you  wish  that  he  attempt  to  secure  a  photographer 
to  take  a  picture  of  the  delegates  here  at  this  conference,  and  of 
course  it  will  be  necessary  to  take  it  this  afternoon.  Perhaps  I 
will  put  the  motion  this  way,  Mr.  Zoercher.  How  do  you  want  this, 
that  we  move  not  to  have  or  to  have  ? 

Mr.  Philip  Zoercher  (Indiana)  :  That  we  do  not  have  it. 

Chairman  Long  :  Mr.  Zoercher  moves  that  we  do  not  have  a 
photograph  taken.     All  in  favor  say  aye. 

(Ayes.) 

Chairman  Long  :  All  opposed,  no. 

(Noes.) 

Chairman  Long:  The  vote  is  not  carried.  We  will  have  the 
photograph. 

(Adjournment.) 


NINTH  SESSION 

Thursday  Afternoon,  October  17,  1935 

Chairman  Long  :  The  session  will  come  to  order.  We  have 
with  us  the  chairman  of  the  committee  on  resolutions.  It  seems 
advisable  for  us  to  proceed  with  as  much  expedition  as  possible. 
I  did  wish  at  the  beginning  of  this  session  to  take  up  where  we  left 
off  this  morning  of  necessity,  because  of  the  presence  of  the 
Kinwanians,  but  Judge  Leser  does  not  seem  to  be  present,  as  it  was 
he  who  1  wanted  to  start,  and  therefore  I  will  ask  now  that  the 
committee  on  resolutions  make  its  report. — Governor  Bliss. 

Mr.  Zen  as  W.  Bliss  (Rhode  Island)  :  Mr.  Chairman,  I  don't 
know  whether  I  shall  be  able  to  use  this  machine  (amplifier  sys- 
tem). My  state  is  so  small  that  I  can  stand  on  the  balcony  of  the 
state  house  and  talk  in  the  ordinary  tone  of  voice  and  be  heard 
all  over  the  state.  We  don't  know  anything  of  this  kind  there. 
I  don't  know  how  it  will  work. 

The  committee  on  resolutions  met  and,  as  usual,  appointed  an 
executive  committee,  which  has  considered  all  the  resolutions  pre- 
sented to  it.  It  is  usually  customary  to  call  the  whole  committee 
together  and  submit  the  resolutions  to  it,  before  presenting  them 
to  the  conference.  I  was  unable  to  do  that  and  I  shall  have  to 
present  these  resolutions,  with  the  recommendations  of  the  executive 
committee  and  we  will  consider  ourselves  a  committee  of  the  whole, 
acting  instead  of  the  resolutions  committee. 

The  first  resolution  is : 

Resolved,  that  the  committee  on  Double  Domicile  in  In- 
heritance Taxation  be  continued  for  one  year,  with  directions 
to  report  to  the  1936  conference. 

The  committee  recommends  passage  of  the  resolution.  Mr. 
President,  I  move  passage. 

Mr.  Virgil  H.  Gibbs  (Ohio)  :  Second  the  motion. 

Chairman  Long  :  You  have  heard  the  motion  for  adoption  of 
the  resolution  which  has  been  read.     All  those  in  favor  say  aye. 

(Ayes.) 

Chairman  Long  :  Opposed,  no. 
(None.) 

Chairman  Long:  The  ayes  have  it. 

(335) 
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Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  The  second  resolu- 
tion is 

Resolved,  that  the  committee  on  Fiscal  Relations  of  Federal 
and  State  Governments  be  continued,  to  report  to  the  next 
annual  conference;  that  the  president  of  the  National  Tax 
Association  be  requested  to  serve  as  a  member  for  the  en- 
suing year,  and  to  appoint  other  members  of  the  committee, 
who  can  expect  to  attend  meetings  of  the  committee  that  are 
essential  to  a  proper  study  of  the  important  questions  involved. 

The  committee  recommends  passage  of  that  resolution. 

Mr.  Virgil  H.  Gibbs  (Ohio)  :  Second  the  motion. 

Mr.  Royal  B.  Cushing  (Illinois)  :  I  notice  on  the  program  that 
the  action  on  the  part  of  the  resolution  committee  should  come  up 
this  evening  at  eight  o'clock. 

Chairman  Long:  That  is  correct,  but  this  part  now  is  before 
the  conference.  To  night  we  have  the  session  of  the  conference, 
to  which  these  votes  go.  This  is  simply  the  conference  voting 
as  a  committee  of  the  whole. 

All  those  in  favor  of  that  please  indicate  by  saying  aye. 

(Ayes.) 

Chairman  Long:  Opposed,  no. 

(None.) 

(  Motion  carried.) 

Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  The  next  resolution  is  as 
follows :  That  the  program  committee  for  the  next  annual  con- 
ference be  requested  to  place  on  the  program  for  discussion  the 
subject  of  local  governmental  reorganization,  for  the  purpose  of 
tax  reduction  and  better  efficiency  of  administration. 

The  committee  recommends  passage  of  the  resolution. 

Mr.  Virgil  H.  Gibbs  (Ohio)  :  Second  the  motion. 

Chairman  Long:  I  think  perhaps  I  ought  to  make  it  more  clear, 
Air.  Cushing,  that  the  conference  will  pass  upon  these  resolutions 
also,  and  they  will  then  go  through  the  business  meeting  of  the 
association.  As  I  understand  it,  this  is  more  or  less  as  if  the  reso- 
lutions committee  were  meeting.    That  is  correct,  is  it  not  Governor? 

Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  Yes. 

Chairman  Long:  If  you  don't  happen  to  be  a  member  of  the 
resolutions  committee,  you  are  pinch-hitting  for  the  state. 
All  those  in  favor  of  that  motion  signify  by  saying  aye. 

(Ayes.) 
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Chairman  Long:  Opposed,  no. 

(None.) 

Chairman  Long:  It  is  a  vote. 

Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  The  next  resolution: 

Resolved,  In  view  of  the  uncertainty  as  to  the  authority  of 
state  governments  to  invest  funds  with  the  Federal  Govern- 
ment, and  further  uncertainty  as  to  the  legal  power  of  the 
states  to  recover  funds  so  invested  under  the  Federal  Social 
Security  Act,  in  the  event  that  approval  of  a  state  unemploy- 
ment compensation  Act  is  subsequently  withdrawn;  that  the 
federal  Act  is  declared  invalid,  or  that  a  state  voluntarily 
withdraws  from  compliance  with  the  federal  Act;  be  it 

Resolved,  that  the  National  Tax  Association  be  requested 
to  appoint  a  committee  to  study  the  problems  of  administering 
state  and  federal  social  security  legislation,  with  instructions 
that  a  report  be  submitted  to  the  next  conference  embracing 
suggestions  and  recommendations  on  standard  rules  and  regu- 
lations for  the  collection  of  taxes  and  contributions,  the  type 
of  reports  from  employers,  and  the  compilation  of  the  re- 
quired statistics. 

The  committee  recommends  passage  of  the  resolution. 

(Motion  duly  seconded.) 

Chairman  Long:  You  have  heard  the  reading  of  the  resolution. 
Anything  to  be  said  on  it?  .  .  .  If  not,  all  those  in  favor  say  aye. 

(Ayes.) 

Chairman  Long  :  Opposed,  no. 

(None.) 

Chairman  Long  :  Adopted. 

Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  The  next  resolution  is: 

Whereas,  the  movement  to  exempt  homesteads  from  the 
property  tax  seems  to  be  gaining  considerable  momentum 
throughout  the  country ;  and 

Whereas,  the  definition  of  a  homestead  for  tax  exemption 
purposes  involves  the  important  matter  of  the  size  of  the 
property  tax  base  and  also  the  matter  of  equitable  application 
of  the  exemption,  as  between  home  owners  and  tax  payers, 

Resolved,  that  the  conference  request  the  National  Tax  As 
sociation  to  appoint  a  committee,  whose  function  would  be  that 
of  studying  the  whole  question  of  homestead  exemption  and 
formulating  a  workable  and  equitable  definition  of  "  home- 
stead ",  for  tax  exemption  purposes,  and  to  report  to  the 
twenty-ninth  annual  conference  on  taxation,  in   1936. 

22  " 
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I  will  say  for  the  executive  committee  that  there  were  several 
resolutions  presented,  all  covering  the  same  thing,  and  they  were 
consolidated  into  one  resolution  that  I  have  just  read,  and  the 
committee  recommends  the  passage  of  that  resolution. 

(Motion  duly  seconded.) 

Chairman  Long:  It  has  been  moved  by  the  subcommittee  that 
this  resolution  be  adopted.  Is  there  anything  to  be  said  on  that 
resolution?  ...  If  not,  those  in  favor  say  aye. 

(Ayes.) 

Chairman  Long:  Opposed,  no. 

(None.) 

Chairman  Long  :  The  resolution  is  accepted. 

Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  The  following  resolution 
is  the  one  usually  passed  at  the  conference,  and  it  is  sort  of  a 
catch-all  resolution  to  thank  everybody  for  what  they  think  they 
did  for  us. 

Resolved,   that   this   twenty-eighth   conference   on   taxation 
takes  this  method  of  expressing  to  those  committees  in  charge 
of  the  local  arrangements,   for  the  accommodation  and  enter- 
tainment of  its  delegates  and  guests  and  the  ladies,  the  profound 
thanks  of  all  concerned,  for  the  generous  provision  made  for 
their  comfort,  convenience  and  requirements,  which  have  ren- 
dered   this    sojourn    in    Oklahoma    City    most    enjoyable    and 
profitable. 
Chairman  Long  :  And  it  is  moved  that  it  be  accepted.     Does 
anybody   have   any  objection   to   that?     Does  anybody   notice  any 
omissions  ?     Haven't  you  been  treated  well  ? 
All  those  in  favor  say  aye. 
(Ayes.) 
Chairman  Long:  It  is  carried. 

Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  I  again  want  to  call  your 
attention  to  the  fact  that  these  resolutions  are  merely  passed  by 
this  body;  they  go  to  the  conference  tonight,  for  final  action. 

Chairman  Long:  The  session  of  the  national  tax  conference  for 
this  afternoon  will  now  be  resumed. 

As  I  very  ungraciously  and  without  much  feeling,  for  which 
I  apologize,  being  unable  to  do  otherwise,  because  of  the  need  of 
the  room,  shut  Judge  Leser  off  from  what  he  wanted  to  say  at  the 
tail  end  of  the  eighth  session.  To  recall  to  his  mind  what  it  was 
we  were  talking  about,  which  was  the  last  paper,  by  Mr.  Krueger, 
and  more  particularly,  the  situation  developed  under  our  dual  form 


EXEMPTION  OF  GOVERNMENTAL  AGENCIES  339 

of  sovereignty,  I  am  going  to  ask  Judge  Leser,  if  he  can  recall, 
to  say  now  what  he  would  have  said,  if  I  had  been  decent  enough 
to  have  given  him  the  opportunity  to  speak  when  he  wanted  to. 

Mr.  Oscar  Leser  (Maryland)  :  It  so  happened  that  in  shutting 
me  off,  the  worthy  chairman  cut  his  nose  to  spite  his  face,  because 
what  I  wanted  to  tell  you  was  words  of  wisdom  that  I  learned 
from  him. 

I  read  a  very  valable  contribution  on  this  subject,  in  which  he 
makes  a  point  and  issues  a  warning.  In  view  of  the  fact  that  there 
may  be  government  property  which  is  subject  to  state  taxation,  it 
is  very  important  that  the  state  statutes  should  not  be  broader  than 
necessary.  In  many  instances  it  has  been  taken  for  granted  that 
the  mere  ownership  of  property  by  the  government  exempts  it  from 
taxation ;  that  the  state  statutes  exempt  all  the  property  of  the  United 
States  Government.  Now,  that  is  too  broad,  so  if  you  are  amending 
your  statute,  if  you  have  a  chance  to  amend  it,  make  the  distinction 
and  limit  it  to  such  property  of  the  United  States  as  is  protected 
from  state  taxation  by  the  Constitution  of  the  United  States.  I 
found  this  morning  this  little  extract  from  a  recent  United  States 
Supreme  Court  decision;  Metcalf  v.  Mitchell,  269  U.  S.  514: 

"Just  what  instrumentalities  of  either  a  state  or  the  Federal 
Government  are  exempt  from  taxation  by  the  other  cannot  be 
stated  in  terms  of  universal  application." 

There  you  have  an  absolutely  express  recognition,  not  only  that 
there  may  be  Federal  Government  property  subject  to  state  taxation, 
but  that  there  may  be  federal  instrumentalities  that  are  subject  to 
state  taxation.     That  is  all. 

Chairman  Long  :  Thank  you  very  much,  Judge.  The  phrase- 
ology, of  course,  that  may  be  employed  in  the  various  states  varies, 
but  it  was  possible  for  me  in  Massachusetts  this  last  year,  in  re- 
spect to  one  of  our  laws,  namely,  the  income  tax  law,  as  applied 
to  salaries  and  income  received  by  those  employed  by  the  Federal 
Government,  to  put  into  the  statute  words  saying  that  the  exemption 
would  follow,  to  the  extent  that  such  exemption  was  permitted 
under  the  Constitution  of  the  United  States.  That  language  was 
selected,  with  the  thought  that  it  would  be  better  than  to  use  words 
that  might  easily  spring  to  your  attention,  such  as  an  "  essential 
governmental   function  ". 

If  there  is  anything  further  that  you  wish  to  have,  by  way  of 
discussion  of  this  morning's  papers ;  there  will  be  a  period  now, 
if  you  wish  to  discuss  it  a  bit. 

If  not,  we  will  proceed  with  the  afternoon  session.  Do  you  want 
to  wait,  Professor  Jensen,  until  there  is  more  of  a  crowd  than 
there  is  now?  Professor  Jensen  is  one  of  those  persons  who  thinks 
that  numbers  don't  make  quality,  and  he  is  willing  to  proceed  with 
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his  paper  on  tax  limitations,  and  it  is  a  great  pleasure  to  hear  him. 
Although  here  is  one  time  when  a  person  needs  no  introduction, 
nevertheless,  we  go  through  the  formalities  of  introducing  to  you 
Professor  Jens  P.  Jensen  of  the  University  of  Kansas.  If  Dr. 
Jensen  will  come  forward  we  will  hear  him. 

Mr.  Jens  P.  Jensen  (Kansas)  :  Mr.  President  and  members  of 
the  conference:  I  want  to  say,  before  I  begin  reading  this  paper, 
that  this  unanticipated  invocation  of  the  twenty  minute  rule  has 
completely  ruined  this  paper,  which,  according  to  my  witness'  testi- 
mony, was  a  good  paper.  I  want  to  ask  your  indulgence  for  the 
style  in  which  the  first  paragraphs  are  couched.  This  style  will 
perhaps  disappear,  as  I  go  along : 

TAX  LIMITATION 

JENS   P.   JENSEN 
University  of  Kansas 

I.  The  Elephant 

About  twenty-five  years  ago,  through  carelessness,  malice,  or  phil- 
anthropy, according  to  the  point  of  view,  an  elephant  of  a  new 
species,  bearing  the  scientific  name  of  Overall  Tax  Limitation,  es- 
caped from  some  menagerie  of  Untried  Taxation  Devices,  into  the 
green  pastures  of  Ohio.  There  had  been  tax  limitation  elephants 
of  allied  species  before  1910,  in  Ohio  and  other  states;  but  the 
species  Overall  was  new.  It  is  not  proper  at  this  point  to  enumer- 
ate all  the  conditions  which  combined  in  Ohio  to  create  a  favored 
habitat  for  this  new  species.  High  property  taxes  evidently  con- 
stituted one  of  these  conditions,  but  high  taxes  were  not  peculiar  to 
Ohio.  It  is  advanced,  as  a  hypothesis,  that  corruption  and  ineffi- 
ciency in  municipal  government  were  also  favorable  elements.  But 
again,  these  conditions,  while  known  to  have  existed  in  Ohio,  were 
not  peculiar  to  that  state.  However,  the  most  favorable  condition 
for  its  spread  to  other  states  appears  now,  in  view  of  later  develop- 
ments, to  have  been  the  drastic  deflation  of  the  highly  inflated  and 
speculative  real  estate  values,  which,  although  it  did  not  begin  in 
that  year,  was  certainly  becoming  acute  in  1929,  for  a  large  part 
of  the  burden  of  tax  payment  suddenly  became  concentrated  upon 
building  and  loan  associations,  mortgage  companies,  and  other  lend- 
ers on  real  estate.  So  long  as  their  operations  consisted  in  suc- 
cessfully collecting  interest  on  their  loans,  they  were  not  greatly 
interested  in  the  tax  problems  of  the  mortgagors,  but  when  they 
had  to  pay  taxes  on  foreclosed  property,  or  to  protect  their  equities 
in  parcels  threatened  with  foreclosure,  their  interest  in  real  estate 
taxes  became  intense,  and  their  organized  efforts  to  reduce  and  limit 
them  has  been  surprisingly  effective. 
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The  new  elephant  led  a  lonely,  turbulent,  and  precarious  existence 
in  Ohio,  from  1910  to  1931,  being  savagely  attacked  by  diverse 
enemies,  and  forced  repeatedly  to  change  his  form  in  minor  respects. 
However,  the  savage  pricking  of  the  bubble  of  real  estate  values 
after  1929  created  conditions  under  which  he  has  securely  estab- 
lished himself,  forever  it  seems,  in  Ohio.  By  the  simple  trick  of 
pairing  himself  with  another  device  of  property  taxation,  namely 
classification,  a  hybrid  animal  then  regarded  as  sacred  and  wor- 
shipped by  many  Ohio  citizens,  he  marched  triumphantly,  through 
an  initiative  amendment,  into  an  impregnable  position  in  the  state 
constitution.  Thus  intrenched  and  with  the  success  that  always 
follows  victory,  he  sought  a  wider  range,  and  almost  simultaneously 
made  his  appearance  in  Indiana,  Michigan,  West  Virginia,  New 
Mexico,  Oklahoma,  and  Washington. 

Besides  this  conspicuous  increase  in  range,  our  elephant  also  has 
exhibited  remarkable  adaptability,  which  has  created  a  problem  of 
scientific  classification.  Simple  classification  as  overall  tax  limi- 
tation is  no  longer  adequate.  From  the  new  species  have  evolved 
three  or  more  separate  sub-species.  We  must  now  distinguish  con- 
stitutional overall  tax  limitation,  as  in  Ohio  and  Michigan,  from 
statutory  overall  tax  limitation,  as  in  Indiana  and  Washington.  But, 
this  distinction  made,  the  taxonomist's  task  is  not  at  an  end.  Evo- 
lution of  our  overall  elephant  has  taken  another  turn  in  West  Vir- 
ginia ;  and  it  is  now  necessary  to  distinguish  between  ordinary  or 
general  constitutional  overall  tax  limitation,  as  in  Ohio  and  Okla- 
homa, and  classified  constitutional  overall  tax  limitation,  as  in  West 
Virginia. 

Nor  is  this  a  complete  outline  of  the  story  of  tax  limitation  ele- 
phants, for  it  deals  with  only  the  appearance  and  evolution  of  the 
overall  species.  Prior  to  1910  in  Ohio,  and  until  the  depression,  in 
most  of  the  other  states,  tax  limitation  elephants  of  many  familiar 
varieties  were  common.  Since  1931,  these  tax  limitation  elephants 
of  the  common  variety  have  become  prolific,  to  a  degree  that  is 
nothing  less  than  scandalous.  More  than  this,  the  numerous  litters 
of  little  tax  limitation  elephants,  those  whose  ranges  consist  of 
counties,  cities,  townships,  and  school  districts,  often  bear  a  shock- 
ingly revealing  resemblance  to  the  elephant  of  the  Ohio  overall 
species.  Truly,  the  unprecedented  increase  in  the  tax  limitation 
elephant  population,  both  of  the  new  and  the  common  species,  is  a 
most  remarkable  behavior  on  the  part  of  an  animal,  of  which  at  least 
a  certain  variety  was  supposed  to  be  extinct,  after  the  presidential 
election  of  1932. 

While  the  habitat  of  the  new  tax  limitation  elephant  was  limited 
to  Ohio,  he  could,  figuratively  speaking,  command  only  inside-page 
publicity  of  the  local  paper.  But  after  1931  the  news  value  of  his 
antics  assumed  front-page  proportions.  Multitudes  of  wise  men, 
most  of  them  with  more  or  less  defective  vision,  came  from  far  and 
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near,  to  examine,  as  best  they  might,  the  anatomy  of  the  new  species, 
in  order  that  he  might  be  properly  classified.  Since  their  blind 
spots  were  not  identical,  they  did  not  all  see  the  same  part  of  the 
elephant.  In  consequence,  the  scientific  reports  they  made  to  their 
respective  clienteles  were  as  different  as  were  the  elephantine  reports 
of  John  Godfrey  Saxe's  six  men  of  Indostan,  in  his  inimitable  ver- 
sified Hindu  fable,  "  The  Blind  Men  and  the  Elephant." 

Said  one  wise  man,  who  had  confined  his  examination  to  the  tough 
and  leathery  sides  of  the  elephant :  "  How  very  like  a  wall  is  this 
elephant.  And  what  a  mighty  wall !  Fellow  landlords,  realtors, 
building  and  loan  associations,  savings  banks,  mortgage  companies, 
and  other  real  estate  investors;  behold  the  instrument  of  the  tax 
relief  we  long  have  sought  and  mourned,  because  we  found  it  not  I 
This  impenetrable  wall,  no  confiscatory  property  tax  can  transcend. 
Our  real  estate  taxes  will  be  forever  limited  to  the  rate  that  is  con- 
stitutionally compatible  with  the  dimensions  of  this  new  elephant. 
Real  estate,  freed  from  excessive  taxes,  will  again  boom;  sales  will 
be  resumed  and  commissions  will  roll  in ;  loans  will  be  made  and 
the  interest  paid:  rental  contracts  will  be  drawn  and  the  rent 
promptly  paid;  old  real  estate  improvements  will  be  razed  and  new 
ones  constructed ;  the  property  fever  in  real  estate  activities  will 
infect  other  business ;  and  shortly,  the  country  will  experience  such 
prosperity  as  it  has  never  known." 

Even  greater  optimism  than  this  had  certain  wise  men  from 
Kansas  and  California.  Said  they :  "  This  elephantine  wall  is  far 
more  potent  for  prosperity  than  our  colleagues  have  observed. 
While  the  elephant,  as  now  dimensioned,  will  bar  only  confiscatory 
and  unreasonable  real  estate  taxes,  the  astounding  adaptability  of 
the  species  overall,  has  made  it  clear  that  a  new  species  may  easily 
be  bred,  whose  walled  side  will  bar  all  property  taxes.  Indeed  all 
real  property  taxes  are  confiscatory  and  unreasonable.  We  know  of 
inexhaustible  sources  of  public  revenue  which  are  compatible  with 
the  disposition  of  the  new  tax  limitation  elephant,  that  may  be  bred 
from  existing  tax  limitation  elephant  stocks.  These  substitute 
sources  we  may  designate  syncro-taxes  or  gross  receipts  taxes ;  but 
however  they  may  be  styled,  they  rest  upon  the  inevitable  and  un- 
shrinkable necessity  of  mankind  for  the  exchange  of  goods,  services, 
securities,  credits  and  money.  A  minute  and  scarcely  perceptible 
tax  on  all  such  transactions  will  be  paid  with  pleasure  and  will  yield 
phenomenal  revenue,  which  will  be  more  than  adequate  to  satisfy 
the  requirements  of  all  tax-eaters,  no  matter  how  greedy  they  may 
be.  Real  estate  values,  freed  not  merely  from  high  taxes  but  from 
all  taxes,  will  flourish  beyond  the  wildest  dreams  of  the  landlord 
and  investor,  and  will  generate  a  general  business  prosperity  that 
will  far  transcend  the  general  prosperity  that  could  have  flowed  from 
mere  partial  tax  limitation." 
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But  killjoys  are  everywhere.  There  were  some  who  scarcely  per- 
ceived the  elephant's  walled  side,  and  perceived  clearly  the  empty 
space  where  the  elephant  was  not.  "  Our  colleagues  are  mistaken. 
This  will  will  not  bar  or  even  limit  taxes.  It  does  not  reach  to  the 
ground.  Under  it,  any  tax  levy  may  pass,  by  the  simple  expedient 
of  debt  creation.  Debts  already  existing  must  be  serviced,  and  tax 
levies  must  be  made  for  them.  New  debts  may  be  incurred  for 
current  purposes,  and  when  incurred,  must  be  paid  with  interest. 
Moreover,  the  wall  does  not  reach  to  the  sky,  and  over  it,  any  tax 
levy  may  pass,  by  the  equally  simple,  if  somewhat  cumbersome  ex- 
pedient of  a  popular  vote.  Levies  for  public  services  that  are  really 
desired  will  be  approved  in  popular  elections.  And,  finally,  the  wall 
does  not  extend  the  full  length  of  the  distance  from  east  to  west, 
so  that  by  sundry  frontal  or  rear-guard  maneuvers,  too  subtle  and 
numerous  to  be  elucidated  here,  the  wall  may  be  circumvented.  The 
wall,  because  it  stimulates  improper  borrowing,  with  unnecessary 
interest  charges,  may  ultimately  actually  increase  taxes  on  property. 
The  limitation  is  nothing  but  an  irritating  and  obnoxious  interfer- 
ence with  budgetary  practices." 

Other  killjoys  saw  the  other  side  of  the  elephant.  '"  True,"  they 
reported,  "  the  wall  will  limit  taxes  on  property;  but  that  is  not  im- 
portant, in  comparison  with  the  limitation  of  revenue,  and  the  cramp- 
ing and  stifling  of  public  services.  Because  of  variations  in  taxable 
property  and  spending  obligations,  the  tax  rates  required  to  raise 
the  necessary  revenue  vary  widely  among  taxing  districts.  In  many 
districts  the  revenue  that  may  be  raised  under  the  permissible  rate 
will  be  grossly  inadequate  for  the  necessary  public  services.  Public 
employees  will  go  unpaid  or  have  to  be  discharged,  or  both,  swell- 
ing the  ranks  of  the  unemployed  and  becoming  applicants  for  work 
relief  or  the  dole,  to  be  financed  from  public  funds.  In  education, 
the  school  year  will  be  shortened,  the  curriculum  restricted,  the 
teaching  staff  reduced,  and  teachers'  salaries  cut  to  the  incalculable 
cumulative  damage  of  the  teaching  profession  and  of  the  children  of 
this  generation.  Police  protection  will  be  curtailed,  and  crime  will 
increase.  Fire  departments  will  be  skimped,  with  resulting  increas- 
ing losses  of  property  and  lives,  and  insurance  premiums  will  soar. 
Libraries  will  not  be  able  to  purchase  books,  magazines,  and  other 
reading  matter,  and  will  be  so  understaffed,  as  to  be  unable  to  care 
for  and  make  available  what  they  already  have.  Streets  and  high- 
ways will  become  rutty  and  unsafe,  with  increasing  transportation 
costs,  from  accidents,  wear,  additional  motive  power,  and  delay. 
Recreation  and  health  activities  will  suffer.  These  conditions  do 
not  constitute  true  economy,  but  parsimony  of  the  rankest  order." 

By  chance,  certain  of  the  wise  observers  stumbled  upon  that 
diminutive  member  of  the  tax  limitation  elephant  known  vulgarly 
as  the  tail.  "  Verily,"  they  announced  in  their  joy  over  their  rather 
fortuitous  discovery,  "  the  true  nature  of  the  elephant  is  that  of  a 
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whip.  By  this  means,  public  administrators  will  be  driven  to  honesty 
and  efficiency.  Assessors  will  list  all  taxable  property  and  assess 
it  at  full  value.  Being  limited  in  their  revenue,  administrators  will 
be  driven  to  careful  budgeting  and  honest  spending.  Overlapping, 
unnecessary,  and  duplicating  governmental  units,  being  too  expen- 
sive to  maintain,  while  the  tax  limitation  elephant  is  among  us,  will 
be  abolished.  And  all  this,  because  of  a  simple  limitation  of  the 
tax  rates  that  may  be  levied.  Indeed,  this  whip  shall  drive  us, 
against  our  will,  into  a  paradise." 

By  like  chance,  certain  other  observers,  approaching  the  elephant 
from  the  other  end,  were  almost  speared  by  running  into  the  tusks. 
Said  they:  "  Our  elephant  may  be  a  whip  to  you;  but  it  is  a  jimmy 
and  a  crowbar  to  us.  With  it  we  shall  be  able  to  pry  loose  other 
sources  of  revenue.  They  may  be  income  taxes  or  sales  taxes. 
What  they  are,  matters  but  little  to  us,  so  long  as  they  be  used  for 
the  reduction  of  real  estate  taxes.  Or  we  may  be  able  to  pry  loose 
and  divert  to  school,  relief  and  other  special  purposes,  some  of  the 
revenue  from  special  purpose  taxes,  such  as  the  gasoline  tax,  which 
would  otherwise  have  had  to  be  spread  on  general  property.  We 
shall,  in  short,  be  able  to  pry  loose,  for  the  relief  of  real  estate,  enough 
revenue  from  other  sources,  so  that  the  property  tax  shall  no  longer 
be  the  principal  or  only  source  of  revenue,  from  which  is  raised 
whatever  needed  revenue  is  not  forthcoming  from  other  sources. 
In  other  words,  this  elephant,  which  is  so  like  an  awl,  or  like  a 
jimmie,  or  like  a  crowbar,  shall  be  to  us  an  instrument  by  which 
we  shall  reform  and  modernize  our  state  and  local  tax  system." 

But  some  among  them  saw  other  and  contrary  uses  of  the  prying 
tusks.  "  You  may,  indeed,"  they  said,  "  succeed,  with  the  aid  of 
this  elephant,  in  severing  a  great  deal  of  tax  revenue  for  tax  relief 
of  real  estate;  but  your  so-called  modernized  tax  system  will  be 
worse  than  the  one  we  now  have,  bad  as  that  is.  Income  and  in- 
heritance taxes  are  all  but  completely  appropriated  by  the  Federal 
Government.  All  that  is  left  is  the  taxation  of  consumption,  either 
in  the  form  of  selective  sales  taxes,  or  of  general  sales  taxes.  What- 
ever merits  these  taxes  may  have  as  producers  of  revenue,  they 
are  intolerably  regressive  in  their  incidence.  Tax  limitation  will 
be  the  rich  man's  relief  and  the  poor  man's  burden." 

Among  the  wise  observers  of  the  elephant,  some  attempted  to 
examine  the  feet  of  the  beast,  and  thereby  got  themselves  trampled 
on  and  flattened  somewhat.  Painful  as  this  experience  was,  it  had 
certain  unexpected  consequences,  in  that  it  produced  unexpected  sug- 
gestions in  the  minds  of  the  victims,  in  telling  of  the  event.  "  This 
elephant  is  a  powerful  animal.  Anything  it  steps  on  will  be  flat- 
tened. Eureka !  We  have  it.  It  can  be  used  to  broaden  the  tax 
base.  Too  long  has  property,  and,  in  particular,  real  property,  borne 
most  or  all  of  the  tax  burden.  Other  persons  having  ability  to 
pay  taxes  will  now  be  dragged  in  and  made  to  contribute  their  fair 
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share.  The  tax  base  will  be  broadened,  because  not  merely  one 
class,  but  many  or  all  classes  must  pay,  in  one  form  or  another,  for 
the  tax  limitation  will  restrict  the  amount  that  real  estate  is  required 
to  pay.     The  balance  needed  must  come  from  other  sources. 

All  of  the  wise  men,  of  course,  found  the  legs  of  the  elephant. 
"  How  like  a  tree,  like  a  pillar  of  great  strength,  is  this  elephant ! 
And  his  strength  comes  in  part  from  the  fact  that  lie  is  in  the  con- 
stitution. Once  there,  it  will  be  difficult  to  adjust  him,  to  increase 
tax  rates,  although  on  appropriate  occasions,  the  limit  now  set  may 
be  still  further  reduced.  Real  estate  will  forever  be  safe  from  high 
and  discriminatory  taxes.  We  have  heard  that  there  are  those  who 
see  danger  in  this  intrenched  position,  on  the  ground  that  in  a 
dynamic  society,  no  generation  can  safely  restrict  the  fundamental 
tax  laws  of  succeeding  generations.  But  we  want  tax  limitation 
now.  What  care  we  for  posterity  ?  Posterity  has  never  done  any- 
thing for  us.  Let  posterity  fret  about  its  own  taxes.  And  stronger 
lor  tax  reduction  than  tliis  elephant,  with  his  feet  on  the  constitu- 
tion, there  is  no  creature  in  the  world.  Against  him,  no  one  of 
this  generation  shall  prevail." 

Thus  every  part  of  the  anatomy  of  the  tax  limitation  elephant  was 
examined ;  but  it  is  not  possible  to  hear  all  the  reports  they  made, 
or  the  conclusions  to  which  some  of  these  wise  men  came.  Suffice 
it  to  say,  in  conclusion,  that  some  of  them  concentrated  their  atten- 
tion on  the  flapping  and  velvety  ears,  and  reported  on  the  elephant's 
nature  as  follows :  "  This  precious  elephant  is  like  a  cloth,  soft  and 
velvety.  What  a  lovely  pliant  tax  this  will  be,  one  which  everyone 
will  be  very  happy  to  pay.  And  how  simple  and  pleasant  it  will 
be  to  administer,  to  assess  and  collect.  Any  property  owner  will 
gladly  list  all  his  property — now  that  he  is  secure  against  confis- 
catory taxes.  So  much  more  property  will  be  listed  and  taxed,  at 
reasonable  rates,  that  more  revenue  will  be  gotten  than  before." 

But  these  were  optimists  who  looked  at  what  they  could  see  of  the 
elephant  through  glasses  of  rosy  colors.  There  were  others  who 
wore  spectacles  of  dark  blue  colors,  who  were  known  as  realists  or 
pessimists,  and  spoke  differently  of  what  they  saw :  "  Our  colleagues 
deceive  themselves.  They  speak  words  they  like  to  hear.  No  tax- 
payer pays  taxes  gladly,  not  even  the  lovely  ones  that  conform  to 
the  dimensions  of  our  tax  limitation  elephant.  None,  or  few,  will 
list  any  more  taxable  property  than  is  his  wont,  because  of  the  low 
rates  guaranteed  by  the  tax  limitation  elephant.  If  a  property  owner 
will  lie  and  perjure  himself  to  save  taxes,  when  the  rate  is  40  mills, 
he  will  do  likewise,  when  the  rate  is  10  mills/' 

II.  The  Elephant's  Incompatibility 

Where  do  all  these  irreconcilable  and  contradictory  statements 
leave  the  citizen  whose  mind  is  reasonably  free  from  special  inter- 
ests in  the  elephants  ?     How  shall  he  account  for  the  establishment 
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of  the  elephant  in  the  states  where  he  is  now  constitutionally  domi- 
ciled, and  for  the  Macedonian  calls  that  have  been  extended  to  him 
from  other  states  ?  What  attitude  shall  he  take  toward  extending 
new  invitations  to  the  elephant,  or  toward  procedure  for  revoking 
citizenship  already  established?  Two  fundamental  questions,  it 
seems,  require  satisfactory  answers,  before  any  public-spirited  citizen 
can  take  a  proper  position  toward  any  matter  relating  to  the  ele- 
phant of  tax  limitation.  First,  is  there  any  fundamental  incom- 
patability  of  overall  tax  limitation  with  the  local  fiscal  system  and 
government,  which  in  case  tax  limitation  is  adopted,  would  require 
fiscal  and  governmental  changes.  Second,  are  the  changes  made 
necessary  by  the  adoption  of  overall  tax  limitation  desirable? 

The  answer  to  the  first  question  should  lay  bare  the  inner  and 
ultimate  meaning  of  tax  limitation.  Is  the  bitter  struggle  over  its 
adoption  merely  a  battle  of  special  interests  to  escape  taxes  and  do 
the  adoptions  of  overall  property  tax  limitations,  where  they  have 
been  made,  mean  nothing  more  than  a  shift  in  the  balance  of  power 
among  the  interested  groups?  Is  the  tax  limitation  movement  pri- 
marily an  organized  effort  of  real  estate  owners  and  investors  to 
avoid  the  taxes  they  have  hitherto  been  paying,  and  is  their  success 
hitherto  attributable  to  better  organization  and  firmer  purpose  of 
real  estate  interests?  The  movement  certainly  is  such  an  effort, 
and  its  partial  success  must  be  attributed  to  effective  organization 
and  self-seeking  propaganda.  But  the  movement  is  really  much 
more  than  that,  and  its  success  rests  upon  other  conditions  that  re- 
quire explanation.  The  movement  could  not  have  succeeded,  unless 
there  had  been  a  change  in  the  prevailing  popular  attitude  toward 
local  government,  and  toward  local  taxation  in  particular. 

The  distinguishing  characteristic  of  the  American  property  tax 
has  always  been  its  local  character.  It  was  laid  on  local  property, 
by  local  officials,  and  for  local  public  functions.  The  functions  were 
local,  for  several  reasons.  In  the  first  place,  they  were  for  the  most 
part  locally  initiated.  Streets,  roads,  schools,  libraries,  parks,  court 
houses,  jails,  and  nearly  all  the  other  purposes  for  which  local  public 
money  was  spent,  were  sponsored  by  the  local  population  and  fos- 
tered by  local  desires.  True,  state  laws  imposed  obligations  to  main- 
tain these  local  public  functions,  and  set  up  a  framework  of  re- 
quirements to  be  met.  But  in  the  absence  of  local  initiative,  and 
merely  on  the  basis  of  state  requirements,  the  local  functions  would 
not  have  gotten  very  far.  In  the  second  place,  they  were  local,  in 
that  they  were  locally  managed  and  controlled.  A  meagre  struc- 
ture there  was  indeed,  for  state  supervision  and  control  of  some  of 
them,  the  schools,  for  example;  but  until  recent  years,  this  super- 
vision was  not  very  effective.  In  the  third  place,  they  were  local, 
because  they  were  locally  supported,  almost  entirely  by  revenue  from 
the  property  tax.  Since  there  were  few  and  only  minor  revenue 
sources  available,  other  than  the  property  tax,  the  cost  of  the  local 
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functions  was  in  effect  a  fixed  charge  upon  local  property,  in  such 
sums  as  local  officials  deemed  necessary.  Such  few  state-imposed 
restrictions  as  there  were,  in  the  form  of  minimum  or  maximum 
levies,  for  example,  were  seldom  severe  enough  to  he  felt.  The 
public  services  were,  essentially,  the  children  of  the  community. 
The  support  they  received  was  not  always  adequate,  judged  by  pro- 
fessional standards  recently  set  up ;  but  the  burden  of  giving  such 
support  as  was  locally  deemed  necessary  was  accepted,  as  the  natural 
and  inescapable  obligation  of  the  property  in  the  taxing  district — 
as  natural  and  inescapable  as  the  obligation  of  parents  to  support 
their  children. 

Of  course,  this  Arcadian  system  was  not  without  its  seamy  side. 
The  idyllic  simplicity  was  not  had  without  a  price.  The  sense  of 
civic  obligation  was  not  always  well  developed;  the  support  there- 
fore was  often  inadequate ;  and  the  services  rendered  were  variable 
and  unstandardized.  But  the  defect  that  is  conspicuously  pertinent, 
in  connection  with  my  subject,  arose  partly  from  the  character  of 
the  tax  system  and  the  tax  base.  Taxable  property  has  always  been 
unequally  distributed,  in  proportion  to  the  spending  obligations  of 
the  various  taxing  districts ;  and  among  the  consequences  of  this 
inequality  was  an  astounding  variation  in  the  tax  rates  of  the  vari- 
ous taxing  districts.  Districts  rich  in  taxable  property,  or  having 
high  assessed  valuations,  could  enjoy  low  tax  rates,  or  revel  in  the 
best  of  public  services,  or  both.  Poor  districts  must  levy  taxes  at 
incredibly  high  rates  or  provide  the  most  inadequate  services,  or 
both.  The  inequalities  in  taxable  property  were  often  aggravated 
beyond  the  point  necessitated  by  the  concentration  of  natural  re- 
sources, improvements  and  the  ganging  into  rich  tax  dodger's  col- 
onies, by  gerrymandering,  whereby  it  was  sought  to  draw  the 
boundaries,  especially  of  school  districts,  so  as  to  include  a  maximum 
of  taxable  property,  coupled  with  a  minimum  of  spending  obligations. 

It  is  not  to  be  supposed  that  the  owner  of  property  in  a  poor 
taxing  district  was  happy,  on  account  of  his  high  tax  rates.  They 
must  always  have  been,  not  one,  but  several  thorns  in  his  side. 
Being  poor  in  taxable  property  was  indeed  a  misfortune  for  any 
taxing  district,  but  it  was  an  incident  in  property  ownership.  There 
is  no  indication  that  any  considerable  number  of  taxpayers  ever 
pleaded  high  tax  rates  as  a  cause  for  release  from  supporting,  on 
local  property,  such  public  services  as  were  afforded  by  and  for  the 
community.  Little  property  or  much  property,  high  tax  rates  or 
low  tax  rates,  the  cost  of  such  public  services  as  were  decided  upon 
were  the  rightful  and  inevitable  burden  upon  such  property  as  there 
was  in  the  district.  The  numerous  constitutional  provisions  requir- 
ing uniformity  of  property  taxation,  did  not  require  uniformity  of 
lax  rates  among  the  taxing  districts.  They  merely  required  uniform 
treatment  of  all  taxable  property  within  each  district.  In  effect, 
they  marked  off  all  the  owners  of  taxable  property  situated  within 
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any  taxing  district  as  the  parents  of  the  public  services  offered 
within  the  district,  and  required  all  of  them  to  contribute  to  the 
support  thereof,  in  proportion  to  their  taxable  property  situated 
therein. 

Now,  it  may  never  have  been  a  very  happy  arrangement,  under 
which  the  cost  of  all  local  public  services  formed  a  fixed  and  prior 
charge  upon  all  local  property,  especially  in  view  of  the  fact  that 
the  districts  were  very  small,  overlapping,  and  practically  autono- 
mous. But  that  is  the  system  we  have  had,  and  still  have,  in  most 
of  the  states.  The  system  was  possible,  practically  and  mathe- 
matically speaking,  only  so  long  as  wide  variations  in  tax  rates  were 
permitted  among  the  taxing  districts.  In  other  words,  it  could 
obtain  only  so  long  as  property  owners  accepted  the  responsibility 
of  paying  taxes  at  any  rate  dictated  by  the  comparative  poverty  of 
their  district,  whether  that  rate  was  practically  zero,  in  some  of  the 
fortunately  wealthy  districts,  or  10%  or  more  of  the  assessed  valua- 
tion, in  the  poorest  districts.  Willingness  to  tolerate  these  variable 
rates  is  the  indispensable  condition  for  the  continuance  of  the  system 
of  local  public  finance  under  which  we  have  lived  so  long. 

Into  this  system  of  local  finance  suddenly  charged  the  trumpeting 
elephant  of  constitutional  overall  tax  limitation.  With  that  system 
of  inevitably  variable  tax  rates  he  is  utterly  incompatible.  For 
overall  tax  limitation  is,  for  the  present  purpose,  tantamount  to,  if 
not  identical  with,  a  requirement  of  uniform  tax  rates  throughout 
the  entire  state.  True,  in  form,  the  limitation  amounts  to  only  a 
maximum  rate,  permitting  apparently  any  districts  to  levy  taxes  at 
rates  below  the  maximum.  But  if  the  limitation  really  limits,  the 
maximum  will  tend,  in  various  ways,  to  become  the  minimum.  First, 
because  the  poor  districts  in  which  the  limit  is  effective,  and  which 
would  levy  at  a  higher  rate  if  they  could,  will  be  restricted ;  and  the 
maximum  limit  set  will  elsewhere  come  to  be  regarded  as  an  auto- 
matic policeman,  eliminating  the  necessity  for  vigilance  in  budget 
making,  so  that  the  majority  of  the  unrestricted  districts  will  tend 
to  spend  more  than  if  this  automatic  policeman  had  not  been  there. 
Second,  because  there  will  undoubtedly  be  attempts,  from  time  to 
time,  to  press  the  limit  lower  and  lower.  The  experience  of  Ohio 
in  reducing  the  1931  limit  of  15  mills  to  the  lower  limit  of  10  mills 
in  1933,  may  be  taken  as  an  indication  of  the  way  the  wind  will 
blow.  A  clearer  indication  may  be  had  from  the  attempt  in  1935  to 
reduce  the  present  Ohio  10-mill  limit  to  5  mills.  In  any  case,  the 
limit,  if  it  prevents  high  rates  in  any  considerable  number  of  poor 
districts,  will  have  the  same  effect  as  if  it  were  a  rule  of  state-wide 
uniformity  of  tax  rates,  for  my  present  purpose,  for  it  is  of  course 
the  high  rates,  not  the  low  rates,  that  make  trouble.  This,  then, 
renders  tax  limitation  and  our  accustomed  system  of  local  taxation 
incompatible.  Our  accustomed  system  of  local  taxation  requires 
that  variable  tax  rates,  often  high  rates,  and  sometimes  very  high 


TAX   LIMITATION  349 

rates  must  be  tolerated;  overall  tax  limitation  tends  to  require  uni- 
formity of  rates,  and,  in  any  case,  prevents  high  rates.  If  tax  limi- 
tation of  the  overall  species  is  to  be  the  controlling  rule,  then  our 
local  fiscal  system,  indeed  our  local  government,  must  be  not  only 
modified,  but  reconstructed. 

It  was  perhaps  inevitable  that  this  reconstruction  should  come. 
Possibly  the  tax  limitation  will  prove  to  have  effected,  by  violent  and 
revolutionary  means,  and  attended  by  a  great  deal  of  confusion  and 
hardship,  a  change  that  would  in  any  case  have  come,  but  which 
might,  in  the  absence  of  limitation,  have  come  about  in  a  more 
orderly  and  smoothly  evolutionary  manner.  Certainly,  for  many 
years  there  has  been  a  weakening  of  the  former  simple  filial  relation- 
ship between  the  local  public  services  and  local  taxable  property. 
The  local  property  owner  no  longer  acknowledges  complete  respon- 
sibility for  local  public  services.  Educators  discovered  that  educa- 
tional opportunities  were  unstandardized  and  that  educational  facili- 
ties in  many  communities  were  far  below  the  minimum  standard  of 
toleration.  At  the  same  time  they  formulated  the  doctrine,  seeking 
support  for  it  in  the  state  constitution,  that  every  child  is,  as  a  matter 
of  right,  entitled  to  a  minimum  of  educational  opportunity.  But 
they  did  not  deem  it  proper  to  try  to  enforce  this  right  of  the  child 
against  the  property  owner.  And  the  property  owners  are  no 
longer  so  sure  as  they  once  were,  that  the  educational  services  en- 
joyed by  the  community  are  local  to  the  children  of  the  community, 
to  the  extent  of  their  being  entitled  to  full  and  complete  support  from 
local  property.  They  are  willing  to  let  the  state,  which  sets  the 
standards,  bear  a  part  of  the  cost.  Rather,  they  insist  upon  it.  This 
support  from  the  state  has  come  in  diverse  forms,  such  as  subven- 
tions, school  equalization,  shares  in  state-collecting  taxes,  or  in  some 
states,  in  state  assumption  of  a  part  of  the  cost  of  maintaining  schools 
for  a  minimum  term. 

It  has  been  the  same  with  other  local  services.  In  many  places, 
the  rural  market  roads,  for  whose  construction  and  maintenance, 
taxes  were  levied  on  local  property,  have  become  arterial  highways. 
Grants  in  aid,  the  adoption  of  new  taxes  for  highways — gasoline  and 
motor  vehicle  licenses,  for  example — and  state  assumption  of  part 
or  all  of  the  highway  costs,  have  removed  in  large  measure  the  cost 
of  roads  as  a  local  responsibility.  One  may  well  wonder  concern- 
ing the  present  status  of  poor,  unemployment,  and  other  forms  of 
relief.  In  fine,  these  public  services  are  no  longer  the  wards  of 
the  property  owner.  Since  they  are  no  longer  completely  his,  his 
motive  for  supporting  them  has  been  weakened. 

III.  The  Elephant  as  Dictator 

The  second  question  which  thoughtful  citizens  should  have 
answered,  before  taking  a  stand  on  any  proposition  for  entertaining 
or  dismissing  the  tax  limitation  elephant,  concerns  the  kind  of  local 
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government  and  the  kind  of  local  taxation  which  the  limitation  ele- 
phant will  dictate.  For  we  may  he  sure  that  this  elephant  will  be 
a  dictator.  If  he  is  to  hold  sway,  many  things  to  which  we  have 
been  accustomed  will  have  to  give  way.  And  they  will  have  to 
give  way  violently,  attended  with  much  confusion  and  hardship,  if 
the  elephant  is  suddenly  admitted.  The  recent  experience,  notably 
of  Ohio,  West  Virginia,  and  Michigan,  illustrates  the  dictatorship. 
We  may  or  may  not  like  the  consequences,  but  having  invited  the 
elephant,  we  must  tolerate  his  family. 

In  the  first  place,  the  elephant  will  dictate  uniformity  of  property 
tax  rates  throughout  the  state.  This  is  the  basic  condition  upon 
which  tax  limitation  can  function,  as  I  have  already  demonstrated. 
By  itself,  such  uniformity  is  a  good  thing.  It  will  certainly  be  ad- 
vantageous for  property  tax  payers  to  be  able  to  know,  years  in 
advance  and  from  place  to  place,  approximately  what  the  tax  rate 
will  be.  Uniformity  of  the  tax  rate  will  eliminate  the  motive  for 
the  ridiculous  gerrymandering  and  manipulation  of  school  district 
boundaries,  and  should  lessen  the  opposition  to  the  formation  of 
economical  taxing  district  areas,  for  the  fear  of  higher  tax  rates, 
through  reorganization  of  governmental  units,  will  be  removed. 
Uniformity  will  remove  the  incentive  for  certain  migratory  business 
enterprises  seeking  soft  places,  by  moving  to  taxing  districts  where 
the  tax  rates  are  low.  Possibly  the  art  of  dodging  taxes,  by  the 
trick  of  wealthy  folk  massing  themselves  in  tax  dodgers'  colonies 
will  be  discouraged.  Uniformity  ought  to  take  the  sting  out  of 
the  threat  to  the  assessor  and  collector,  that  industries  will  move 
their  plants  to  another  district,  unless  they  are  given  favors  in  the 
form  of  low  assessments  or  compromised  collection  of  taxes  that 
have  deliberately  been  permitted  to  become  delinquent,  in  reliance 
upon  such  expected  compromises. 

But  the  most  important  advantage  of  uniformity  of  property  tax 
rates  seems  to  be  the  fact,  as  I  regard  it,  that  such  uniformity  is 
inherently  required  by  the  nature  of  the  property  tax  itself.  There 
has  persisted  a  popular  notion  that  a  taxpayer's  property  is  a  measure 
of  his  individual  ability  to  pay  taxes.  Careful  students  of  the  matter 
know  of  course  that  this  notion  is  false,  in  view  of  the  definition 
that  is  in  practice  given  of  taxable  property.  Tangible  goods,  that 
is,  wealth,  is  taxable,  without  deduction  for  debts  with  which  such 
goods  may  be  encumbered.  Intangible  property,  with  deduction  on 
account  of  debts,  although  it  may  be  taxable,  perhaps  at  low  rates, 
is  in  practice  seldom  taxed,  though  there  are  rare  but  conspicuous 
exceptions.  There  can  be  no  necessary  or  very  probable  significant 
relationship  between  the  amount  of  tangible  wealth  to  which  one 
happens  to  hold  the  nominal  title,  and  the  amount  of  taxes  he  can 
afford  to  pay  and  ought  to  pay,  according  to  the  ability  principle. 
He  may  hold  the  nominal  title  to  vast  quantities  of  wealth,  and 
consequently  have  to  pay  large  sums  in  taxes,  and  yet  be  quite  defi- 


TAX  LIMITATION  351 

nitely  insolvent.  By  a  radical  redefinition  of  taxable  property,  so 
as  to  make  it  mean  net  worth,  property  could  be  made  into  a  tolerable 
measure  of  individual  ability  to  pay.  But  sucb  is  not  the  present 
definition  of  taxable  property.  Nor  can  it  probably  be  so,  in  view 
of  the  debtor  position  of  many  of  the  small  taxing  districts.  A  net 
worth  tax,  such  as  is  found  in  several  European  countries,  would  be 
a  personal  tax ;  as  Seligman  puts  the  matter,  a  tax  on  persons,  in 
relation  to  their  wealth.  But  as  we  define  taxable  property,  our 
property  tax  is  practically  an  impersonal  tax,  that  is,  a  tax  on  wealth, 
irrespective  of  the  persons  owning  it.  As  such,  it  loses  a  part  of 
its  characteristics  of  a  tax  and  takes  on  those  of  a  quit  rent — a 
payment  to  the  government,  as  a  condition  upon  which  wealth  may 
be  held,  or  as  a  burden  upon  wealth,  with  no  other  theoretical  jus- 
tification, than  that  wealth  is  productive  of  income,  and  as  such, 
indicates  a  kind  of  ability  to  pay,  and  therefore  is  a  proper  source 
of  public  revenue.  But  if  the  government  thus  reserves  to  itself, 
as  a  prior  claim,  a  part  of  the  income  from  wealth,  this  claim  ought, 
if  possible,  to  be  approximately  uniform  from  year  to  year  and  from 
place  to  place.  That  is,  the  rate  of  this  rent-like  contribution  ought 
to  be  uniform. 

If,  therefore,  it  were  possible  to  stop  at  this  point ;  if  it  could 
be  established  that  the  tax  limitation  elephant  had  made  the  property 
tax  rates  uniform ;  that  such  uniformity  could  not  have  been  at- 
tained, except  through  the  aid  of  the  elephant,  and  that  the  uni- 
formity did  not  involve  other  problems,  we  should  have  to  welcome 
the  tax  limitation  elephant  with  open  arms.  But  it  is  not  probable 
that  tax-rate  uniformity  could  have  been  attained  with  the  aid  of 
this  elephant  alone.  And  if  the  elephant  has  actually  aided  in  at- 
taining uniformity  of  the  tax  rate,  then  he  has,  in  doing  so,  un- 
locked a  veritable  Pandora  box  of  vexatious  problems  to  pester 
legislatures  and  administrators  of  local  and  state  taxes. 

Among  these,  in  the  second  place,  is  the  necessity,  with  the  advent 
of  uniform  tax  rates,  of  abandoning  the  use  of  the  property  tax  as  a 
deficiency  tax.  It  will  no  longer  be  possible,  as  a  local  budgetary 
procedure,  merely  to  ascertain  the  amount  of  revenue  required  for 
the  public  services  approved,  and  to  spread  that  sum,  except  what 
is  available  from  other  and  minor  sources,  on  the  local  taxable  prop- 
erty. This  delightfully  simple  budgetary  procedure  is  a  lazy  man's 
procedure  and  has  been  comprehensible  to  any  one  knowing  only 
the  most  rudimentary  rules  of  arithmetic.  With  the  property  tax 
rates  limited  and  made  uniform,  a  higher  order  of  ability  and  skill 
will  be  required  in  the  preparation  of  local  budgets.  Moreover,  local 
budget  making  will  no  longer  be  purely  a  local  affair,  but  will 
extend  into  the  legislature  and  state  administrative  offices.  For  if 
local  public  services  can  not  be  reduced,  as  is  probable,  and  if  new 
local  revenue  sources  can  not  be  found,  as  is  highly  probable  and 
almost  certain,  it  will  devolve  upon  the  legislatures  to  find  some- 
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where  the  new  sources  of  revenue  to  fill  the  gap  in  local  revenues 
occasioned  by  tax  limitation.  It  will  be  necessary  to  devise  a  new 
system  of  taxes  for  this  purpose ;  to  discover  principles,  according 
to  which  this  state-collected  revenue  may  be  transferred  to  the  local 
districts,  and  to  contrive  methods  of  such  control  by  the  state  over 
the  local  services,  as  will  safeguard  the  interests  of  the  state  as  a 
contributor  to  the  support  of  these  services. 

In  the  third  place,  it  is  practically  certain  that  tax  limitation,  in- 
stead of  improving  the  state  and  local  tax  system,  will  actually  leave 
it  worse  than  it  was.  In  their  frantic  search  for  revenue  sources  to 
replace  the  revenue  lost  by  the  sudden  drastic  reduction  caused  by 
the  abrupt  introduction  of  constitutional  limits,  legislatures  will 
accept  very  bad  taxes,  instead  of  working  in  orderly  fashion  toward 
such  tax  reform  as  is  obviously  needed.  It  is  not  without  signifi- 
cance that,  as  far  as  my  knowledge  extends,  every  one  of  the  states 
in  which  constitutional  overall  tax  limitation  has  been  adopted,  has 
been  forced  to  adopt  also  heavy  retail  sales  taxes,  and  that  not  one 
of  them  has  made  a  serious  move  toward  the  adoption  of  state  in- 
come taxation.  The  sales  tax  I  consider  to  be  a  very  bad  tax  for 
two  reasons:  First,  it  is  unjustifiably  regressive;  second,  in  the  long 
run,  it  will  depress  business  to  a  greater  extent  than  almost  any  other 
possible  tax.  True,  the  emergency  called  for  a  productive  revenue 
measure,  capable  of  yielding  large  amounts  instantly.  Also,  most 
of  the  sales  tax  measures  were  originally  equipped  with  an  automatic 
expiration  clause,  which  is  tantamount  to  a  declaration  that  the  tax 
was  intended  to  be  temporary.  But  there  are  indications  that  this 
policy  is  being  abandoned.  New  sales  tax  laws  do  not  all  contain 
the  expiration  clause.  Instead,  the  most  significant  change  made 
in  the  new  laws  is  that  the  rates  have  been  raised.  Cameralistic 
considerations  have  come  to  take  precedence  over  considerations  of 
equity  and  sound  long-range  economic  policy. 

In  the  fourth  place,  tax  limitation  must  inevitably  encroach  upon 
local  autonomy  and  adversely  affect  the  sense  of  local  responsibility. 
There  were  some  admirable  features  in  the  old  system.  Propertv 
owners,  bearing  the  brunt  of  the  burden  of  the  cost  of  local  public 
services,  could  be  depended  upon  to  watch  local  fiscal  operations. 
Recent  years  have  witnessed  the  closest  scrutiny  of  expenditures, 
fund  balances,  assessment  ratios,  tax  rates  and  levies,  and  bond 
issues  by  agents  of  railroads  and  public  utilities,  taxpayers  associa- 
tions, and  others.  Much  of  this  scrutiny  was  puerile,  pusilanimous, 
parsimonious  and  obstructionist;  but  by  and  large,  it  was  salutary. 
Tax  limitation  will  weaken  the  motive  for  this  salutary,  if  sometimes 
irritating,  scrutiny.  Besides,  if  any  considerable  part  of  the  local 
revenues  are  to  be  had  by  local  treasuries,  in  the  form  of  subven- 
tions or  grants  in  aid,  shares  allocated  on  the  basis  of  need  or  other- 
wise, we  have  the  basis  for  a  new  and  vicious  pork-barrel  system. 
Local  spending  agencies  may  surely  be  expected  to  spend,  or  want 
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to  spend,  more  freely  of  the  money  of  somebody  else  than  their  own. 
In  time,  doubtless  we  shall  discover  a  principle  and  evolve  a  tech- 
nique for  dealing  with  these  problems.  In  any  case,  we  should  have 
had  to  discover  such  a  principle  and  evolve  such  a  technique,  tax 
limitation  or  no.  But  there  are  no  grounds  for  believing  that  we 
shall  achieve  such  solution  sooner  and  more  economically,  because  of 
the  abrupt  introduction  of  rigid  property  tax  limits. 

On  the  other  hand,  dictators  are  not  omnipotent ;  and  the  tax 
limitation  elephant  dictator  is  no  exception.  Yet,  dictators  often 
promise  much,  and  sometimes  cannot  deliver  at  all,  or  in  full 
measure ;  and  here  again  our  elephant  dictator  is  no  exception.  Of 
all  the  benefits  asserted  to  flow  surely  and  abundantly  from  tax 
limitation,  perhaps  two  stand  out  most  conspicuously.  The  first  and 
probably  most  potent  promise,  when  measured  by  capacity  for  mak- 
ing friends  for  tax  limitation,  is  that  it  offers  sure  material  relief  to 
property  owners,  expecially  real  estate  owners.  Another  promise, 
possibly  second,  when  measured  by  its  vote-getting  power,  is  that 
it  will  generate  prosperity,  chiefly  because  improvements,  being  re- 
tarded less  by  high  taxes  than  formerly,  will  be  more  freely  made, 
and  the  increased  activity  in  construction  will  cause  general  busi- 
ness improvement.  It  is  extremely  improbable  that  these  promises 
can  be  redeemed  in  full,  if  at  all. 

It  certainly  is  not  true  that  if,  for  example,  the  tax  rate  prior  to 
the  adoption  of  a  15-mill  limitation  had  been  30  mills,  the  property 
owners  could  expect  to  be  relieved  of  50%  of  their  tax  burden.  In 
the  first  place,  there  is  the  probability  that  the  assessment  ratio  would 
be  stiffened  and  would  approximate  the  legal  ratio,  which  is  usually 
100%  of  full  value.  In  a  number  of  states  there  is  room  for  such 
an  increase  in  the  assessed  valuation,  as  might  conceivably  neutral- 
ize the  entire  effect  of  the  rate  limitation.  In  the  second  place,  in 
so  far  as  the  owner  has  hitherto  been  able  to  shift  the  property  tax, 
the  reduction  of  the  tax  may  not  materially  benefit  him.  For  ex- 
ample, to  take  a  far-fetched  case :  if  property  taxpayers  had  been 
able,  as  some  have  asserted,  to  shift  the  tax  on  rented  dwellings  to 
the  tenants  in  full,  then  the  remission  of  the  entire  tax  on  such  prop- 
erty would  not  materially  have  benefited  the  taxpayer.  Putting  the 
case  in  this  form  is  possibly  the  surest  way  to  convince  an  adherent 
of  the  diffusion  theory  of  the  incidence  of  property  taxes,  of  the 
error  of  his  ways.  Certainly  property  taxes  are  not  all  shifted,  but 
in  so  far  as  they  are,  tax  limitation  offers  only  partial  relief.  In 
the  third  place,  whatever  reduction  a  tax  limit  causes  in  the  local 
revenue  will  either  result  in  reduced  public  services  or  have  to  be 
made  up  from  other  taxes.  In  the  former  case,  the  community  be- 
comes a  less  attractive  place  to  live  in,  because  of  impaired  schools, 
streets,  fire  protection,  etc.  The  property  owner  is  not  immune 
from  the  effects  of  such  impairment.  As  a  consequence,  the  value 
of  his  propertv  may  be  reduced.  In  the  latter  case,  some  of  the 
23 


354  NATIONAL  TAX  ASSOCIATION 

taxes  required  to  meet  the  deficiency  caused  by  limitation  will  be 
paid  by  the  property  owners.  In  consequence,  some  property  own- 
ers may  be  worse  oft,  while  others  will  be  better  off.  For  example, 
if  the  deficiency  caused  by  the  tax  limitation  is  supplied  by  a  retail 
sales  tax,  as  is  the  almost  invariable  practice,  those  who  purchase 
heavily  of  taxable  articles  will  probably  pay  more  in  taxes  than  they 
did  before  the  tax  limitation  relief ;  while  those  who  purchase  spar- 
ingly of  the  taxed  articles,  in  proportion  to  the  property  they  own, 
will  be  benefited  by  the  tax  limitation.  It  is  not  without  reason 
that  tax  limitation,  especially  when  applied  together  with  a  retail 
sales  tax,,  has  been  called:  "The  rich  man's  relief;  the  poor  man's 
burden."  In  the  fourth  place,  and  finally,  whatever  benefit,  in  the 
form  of  tax  relief  to  real  property  owners  flows  from  tax  limitation 
is  likely  to  be  dissipated  with  the  first  sale,  subsequent  to  the  adop- 
tion of  tax  limitation.  For  the  advantage  of  this  tax  relief,  in  so 
far  as  it  is  real,  attaches  to  the  property,  and  is  in  effect  a  saleable 
income,  which  the  seller  realizes  in  the  form  of  a  higher  selling 
price.  The  new  owner,  having  paid  a  higher  price  because  of  the 
tax  relief,  will  lose,  in  paid  or  imputed  interest,  according  to  whether 
he  purchased  on  credit  or  paid  his  own  money,  much  if  not  all  of 
what  he  saved  in  taxes  by  the  tax  limitation.  To  the  extent  that 
capitalization  of  the  saving  in  taxes  takes  place,  as  I  have  stated,  tax 
limitation  amounts  to  a  gift  to  the  present  owner,  which  he  converts 
into  cash  or  its  equivalent,  at  the  first  subsequent  sale. 

Nor  is  the  promise  that  tax  limitation  will  generate  general  pros- 
perity any  more  substantial.  The  argument  that  high  taxes  dis- 
courage home  ownership,  so  vigorously  used  by  realtors  to  explain 
the  low  prices  and  sluggish  movements  of  residential  real  property, 
seems  rather  flimsy.  It  is  not  easy  to  see  why  prospective  home 
owners  should  prefer  paying  interest  on  a  mortgage  to  paying  the 
same  amount  in  taxes.  There  seems  to  be  no  evidence  from  some 
twenty-five  years  of  Ohio's  experience  with  overall  tax  limitation, 
or  from  the  more  limited  experiences  of  Michigan,  Indiana,  West 
Virginia,  Oklahoma,  and  Washington,  to  indicate  that  tax  limita- 
tion stimulates  the  construction  industry. 

In  conclusion,  tax  limitation  of  the  constitutional  overall  species, 
seems  to  have  been  propagandized  primarily  by  a  relatively  small  but 
effectively  organized  group  of  real  estate  interests.  It  has  been 
attended,  where  adopted,  by  a  great  deal  of  confusion  and  hardship. 
In  the  words  of  Professor  Sly  of  West  Virginia :  "  Tax  limitation 
has  been  a  fiscal  nightmare."  Public  employees  and  the  benefici- 
aries of  local  public  services  might  have  been  spared  these  discon- 
certing experiences,  for  tax  limitation  has  not  effected,  nor  is  it 
likely  to  effect  any  fiscal  or  social  gains  that  could  not  have  been 
better  realized  without  it. 

(After  the  speaker  had  proceeded  for  about  twenty  minutes  the 
following  proceedings  were  had.) 
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Chairman  Long:  I  will  give  Mr.  Jensen  an  extension  of  time, 
if  it  is  agreeable. 

Mr.  Oscar  Leser  (Maryland)  :  I  mave  we  remove  the  baby 
elephant  time  limitation,  in  favor  of  the  professor. 

Chairman  Long:  All  those  in  favor  of  his  treating  us  with  a 
pachyderm,  please  indicate  by  saying  aye. 

(Ayes.) 

Chairman  Long:  You  may  proceed  with  the  limited  pachyderm. 

Mr.  Jens  P.  Jensen  (Kansas)  :  Thank  you  for  your  kind 
consideration. 

( Thereupon  the  speaker  continued  reading  to  the  conclusion 
of  his  paper.) 

Chairman  Long:  I  have  known,  for  many  years,  of  the  many 
good  qualities  of  Professor  Jensen,  but  I  have  not  known,  until 
he  exposed  himself,  that  he  was  also  an  adept  keeper  of  the  zoo. 
That  was  splendid,  and  I  am  sorry  we  do  not  have  more  time. 

There  is  one  other  suggestion  I  have  to  make :  Mr.  Asplund  is 
on  the  program  this  afternoon,  with  the  next  paper.  Mr.  Yaughan, 
as  you  know,  spoke  on  Tuesday  evening.  I  am  going  to  ask  Mr. 
Asplund,  if  I  can  spot  him,  if  he  would  prefer  to  proceed  now, 
in  competition  with  what  might  be  the  parade,  or  would  he  prefer 
to  wait  and  be  the  speaker  at  this  evening's  session,  when  this 
conference  considers  the  resolutions? 

Mr.  Rupert  F.  Asplund  (New  Mexico)  :  For  myself,  I  should 
prefer  to  get  it  off  my  chest  now,  but  it  is  a  matter  for  the  con- 
ference to  consider. 

Chairman  Long  :  I  don't  know  how  many  want  to  see  the 
parade,  and  having  had  a  little  experience  with  parades,  when  they 
tell  me  they  do  not  start  until  three-thirty,  I  am  certain  that  if 
they  get  going  by  four,  they  are  very  lucky. 

Mr.  Philip  Zoercher  (Indiana)  :  They  start  at  three. 

Churman  Long:  They  have  already  started. 

Mr.  Asplund  is  mighty  good  to  suggest  that.  I  don't  know  whether 
we  ought  impose  upon  him  to  that  extent  or  not.  Mr.  Asplund, 
how  is  the  situation  going  to  be  with  you  personally?  Are  you 
going  to  be  frightfully  disturbed  by  going  on  this  evening?  You 
have  perhaps  more  of  an  audience  now  than  you  will  get  this 
evening.  And,  if  you  start  now,  perhaps  there  will  be  more  going 
out  to  the  parade.  I  am  in  a  quandary,  myself.  Let  us  put  in  this 
way;  the  conference  has  heard,  I  think,  what  has  been  said  in  the 
dialogue  between  myself  and  Mr.  Asplund — 
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Mr.  Rupert  F.  Asplund  (New  Mexico)  :  I  believe  I  should 
prefer  to  take  the  chances  of  the  crowd  I  have  now. 

Chairman  Long  :  I  have  an  idea  that  Mr.  Asplund  probably 
traces  his  ancestors  back  into  New  England,  because  I  know  of 
no  one  who  would  make  that  statement,  but  a  New  Englander. 
It  is  a  very  great  comfort  to  introduce  to  you  one  who  has  been 
very  faithful  in  his  support  of  the  National  Tax  Association's  ef- 
forts, and  also  one  who  has  maintained  a  high  standard  of  excel- 
lence, over  a  period  of  years,  in  handling  a  tax  payers'  association. 
Those  of  you  who  have  seen  the  Tax  Payers'  Association  of  New 
Mexico  magazine,  probably  have  a  better  concept  of  the  New  Mex- 
ico situation  than  is  true  of  any  other  state  with  which  you  may  be 
familiar.  It  is  therefore  with  a  great  deal  of  pleasure  that  I  ask  you 
to  listen  to  Mr.  Asplund,  who,  like  a  good  wine,  has  been  saved 
until  the  last. 

Mr.  Asplund.  we  are  happy  to  have  you  here. 

Mr.  Rupert  F.  Asplund  (New  Mexico)  : 
PUBLIC  EXPENDITURES  AND  THEIR  CONTROL 

RUPERT    F.    ASPLUND 
Director,  Taxpayers  Association  of  New   Mexico 

The  last  two  decades  may  well  be  characterized  by  the  future 
historian  as  the  period  of  rapidly  increasing  expenditures,  and,  in 
the  last  decade,  of  stern  resistance  to  all  forms  of  taxation.  For 
the  next  decade  we  have  before  us  the  solution  of  the  problem 
created  by  this  conflict. 

Statistics  as  to  public  finances  which  are  available  are  not  such 
as  to  give  entirely  satisfying  information.  However,  they  are 
sufficient  to  show  the  trends  as  to  revenue  receipts,  governmental 
cost  payments,  and  net  debts  of  the  National  Government,  states, 
counties,  cities,  towns,  and  villages  having  a  population  of  2500  and 
over  and  of  all  other  civil  divisions.  Using  the  information  derived 
from  the  authoritative  sources  for  the  years  1912  and  1932,  we  have 
the  following : 

Revenue  receipts  amounted  to  $2,789,931,000  in  1912  and  to 
$11,477,250,000  in  1932. 

Governmental  cost  payments  amounted  to  $2,957,392,000  in  1912 
and  to  $13,469,171,000  in  1932. 

Net  debts  amounted  to  $4,850,460,000  in  1912  and  to  $39,424, 
080,000  in  1932. 

Per  capita  revenue  receipts  were  $28.74  in  1912  and  $92.18 
in  1932. 

Per  capita  governmental  cost  payments  were  $30.46  in  1912  and 
$108.18  in  1932. 
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Per  capita  net  debts  were  $49.97  in  1912  and  $316.63  in  1932. 

In  this  period,  per  capita  revenue  receipts  increased  221  %  ;  per 
capita  governmental  cost  payments  increased  255' ,  .  and  the  per 
capita  net  debts  increased  534%. 

Figures  are  not  available  for  subsequent  years,  except  as  to  the 
National  Government  finances,  for  which  revenue  receipts  were 
increased  to  $4,030,127,436;  expenditures  to  $7,541,784,829.  and 
net  debts  to  $28,700,000,000,  for  the  year  1935. 

Assuming  that  figures  for  state  and  local  governments  were  not 
increased  for  the  year  1935  over  those  for  1932,  the  total  govern- 
mental revenue  receipts  for  the  last  fiscal  year  may  be  estimated 
at  $13,000,000,000;  governmental  cost  payments  at  $17,000,000,000, 
and  net  debts  at  $46,500,000,000.  If  these  figures  are  approximately 
correct,  our  per  capita  estimates  read  as  follows:  $105  for  revenue 
receipts;  $135  for  governmental  cost  payments;  and  $375  for  debt. 
The  per  cent  of  increase  over  the  figures  for  1912  would  then  be 
265',  increase  for  revenue  receipts;  343',  for  governmental  cost 
payments,  and  650%   for  public  debt. 

For  the  year  1936,  revenue  receipts  of  the  National  Government 
are  estimated  at  $4,470,000,000;  expenditures  at  $7,752,000,000,  and 
the  national  debt  at  $30,723,000,000.  Again  assuming  that  state 
and  local  governments  do  not  show  any  increase  over  the  figures  for 
1932,  we  may  estimate  total  revenue  receipts  for  the  fiscal  year 
1936,  in  round  figures,  at  $13,440,000,000;  expenditures  at  $17,- 
210,000.000;  and  the  total  indebtedness  of  all  government  at  $48,- 
500,000,000. 

The  total  figures  for  all  governmental  units  are  given,  without 
further  analysis.  Public  expenditures,  as  well  as  taxes,  are  a 
burden  upon  all,  regardless  of  the  unit  which  spends  the  money  or 
levies  the  taxes.  There  are  certain  other  figures  and  estimates 
which  may  well  be  presented  as  significant.  The  national  wealth, 
which  was  estimated  at  $186,300,000,000  in  1912,  increased  to  $399,- 
900,000.000  in  1923.  In  1929  it  was  estimated  at  $361,800,000,000, 
but  in  1932  it  had  fallen  to  $247,300,000,000.  The  nation's  income 
was  estimated  at  $83,032,000,000  in  1929  but  in  1932,  it  was  esti- 
mated at  only  $39,365,000,000.  The  amount  of  public  debt  for  all 
units  of  government,  approaches  20  per  cent  of  the  total  wealth  of 
the  country  and  the  annual  expenditures  are  estimated  at  40  per 
cent  of  the  annual  income. 

It  is  quite  probable  that  the  quoting  of  figures  like  the  fore- 
going  are  entirely  unnecessary  in  this  conference.  The  trend  in 
public  expenditures  has  been  given  wide  publicity.  The  question 
before  us  is,  "What  are  we  going  to  do  about  it?"  Mark  Twain 
once  said,  "  Everybody  talks  about  the  weather  but  nobody  does 
anything  about  it."  It  is  quite  gratifying  to  know,  however,  that 
something  is  usually  being  done  about  anything  that  troubles  us. 
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We  now  have  air-conditioning  devices  that  go  a  long  way  in  doing 
something  abont  the  weather.  It  is  reported  that  even  if  earth- 
quakes can  not  be  prevented  from  happening,  they  may,  before  long, 
be  ascertained  in  advance  and  due  warning  given.  In  the  control 
of  public  expenditures,  much  has  already  been  done  in  ascertaining 
and  assembling  facts,  in  suggesting  and  trying  out  means  and  in 
appraising  the  difficulties  which  must  be  overcome. 

There  is  no  question  as  to  the  amount  of  interest  in  problems  of 
government.  Many  agencies  are  at  work  in  this  field.  We  have 
the  National  Industrial  Conference  Board,  the  National  Council 
of  Economic  Research,  Brookings  Institution,  the  United  States 
Chamber  of  Commerce,  Civil  Service  Reform,  and  Governmental 
Research  Association,  bureaus  of  municipal  research,  departments 
of  educational  institutions,  and  innumerable  state  and  local  tax- 
payers organizations,  civic  councils,  and  associations  of  state,  county, 
and  municipal  officials.  Through  these  groups,  the  improvement 
which  has  been  brought  about  is  notable  and  it  is  probably  true  that 
in  some  state  or  community,  every  one  of  the  principles  laid  down 
by  the  committee  on  expenditure  control  is  being  applied.  As  a 
matter  of  fact  we  have  the  units  of  our  expenditure  control  organi- 
zation and  it  remains  to  bring  about  their  coordination  on  a  wide 
and  comprehensive  scale. 

In  the  preliminary  report  of  the  committee  of  the  National  Tax 
Association  on  expenditure  control,  as  presented  by  Dr.  Lutz,  chair- 
man of  the  committee,  at  the  Phoenix  conference  in  1933,  two 
aspects  of  the  problem  were  discussed — the  "  official  ",  involving 
"  legislative  or  public  administrative  action  ",  and  the  "  unofficial " 
involving  "  the  activities  of  individuals  or  of  organized  groups  of 
citizens  and  the  general  attitude  of  the  people  on  matters  of  govern- 
mental policy".  In  the  language  of  the  report,  "these  aspects  are 
coordinate  and  equal  in  importance.  Citizens'  interest  and  respon- 
sibility are  quite  as  essential  as  legislative  and  administrative  re- 
forms ".  It  is  appropriate  to  recall  the  principles  as  suggested  in 
the  report  of  the  committee  and  enumerated  as  follows: 

1.  Jurisdictional  administrative  organization  should  be  appro- 
priate to  the  governmental  functions  to  be  performed. 

2.  The  revenue  resources  of  any  governmental  unit  should  be 
commensurate  with  the  burden  or  services  to  be  performed 
by  it. 

3.  So  far  as  possible,  there  should  be  but  a  single  local  admin- 
istrative authority  over  any  given  area  and  over  the  popu- 
lation within  the  area. 

4.  The  personal  responsibility  of  administrative  and  financial 
officers  should  be  direct  and  inescapable. 

5.  The  policy-determining  authority  and  the  administrative 
authority  should  be  vested  in  different  groups  or  persons. 
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6.  Adequate  agencies  and  instrumentalities  of  expenditure  con- 
trol must  be  provided. 

7.  Standards  of  service  and  of  costs  should  be  developed  and 
applied,  in  measurement  of  governmental  services  and  their 
cost. 

8.  Proper  training  should  be  provided  for  the  permanent  per- 
sonnel in  the  public  service. 

9.  Comprehensive  financial  planning  should  precede  all  con- 
crete expenditure  proposals. 

10.  There  should  be  a  long-range  program,  with  expenditure 
control  as  its  primary  objective. 

11.  Critical  and  scientific  governmental  research  is  essential  to 
the  vitality  of  citizens'  interest  in  expenditure  control. 

12.  Correlation  of  governmental  research  and  synthesis  of  re- 
sults would  promote  solidarity  of  public  opinion  on  expendi- 
ture control. 

Progress  toward  set  goals  is  not  a  steady  movement,  nor  does  it 
proceed  by  the  shortest  route  or  the  straightest  line — at  least  in  a 
democracy.  Herein  lies  the  mistake  of  many  who  feel  too  much 
impatience  with  the  necessity  for  taking  time  to  develop  a  sound 
public  opinion.  Quick  action  is  demanded,  new  methods  are  tried, 
or  old  methods  which  history  records  as  failures,  and  ill-considered 
devices  and  suggestions  are  given  a  trial.  In  connection  with  some 
of  these,  one  is  reminded  of  a  story  told  by  Governor  Ehringhaus 
of  North  Carolina.  In  Asheville,  the  approach  on  the  western  side 
is  confusing  to  those  who  are  not  entirely  familiar  with  it.  A 
stranger  to  the  city,  coming  into  it  from  this  direction,  having  ex- 
perienced such  confusion,  stopped  for  a  moment  and  hailed  an  old 
darky  who  was  passing  and  said  to  him,  "  Mose,  can  you  tell  me 
how  to  get  to  the  Asheville  Biltmore  Hotel  ?  "  Always  accomdat- 
ing,  according  to  his  type,  the  old  negro  scratched  his  head  and 
began,  "  Boss,  you  goes  straight  ahead  two  blocks,  then  you  zigs 
to  the  right  two  blocks,  then  you  goes  straight  ahead  three  more 
blocks,  then  you  zags  to  the  left  another  block."  By  this  time  he 
was  completely  lost;  and,  scratching  his  head  again,  he  said,  "  Boss, 
to  tell  you  the  truth,  if  I  was  going  to  the  Asheville  Biltmore  Hotel 
I  don't  believe  I'd  start  from  here." 

In  the  preliminary  report  on  expenditure  control,  to  which  refer- 
ence has  been  made,  Dr.  Lutz  interpreted  the  words  "  expenditure 
control  "  as  the  "  intelligent  and  purposeful  determination  of  the 
amounts  that  are  to  be  spent  for  the  governmental  services  and  for 
the  operation  of  these  services  under  conditions  which  will  assure 
maximum  efficiency  and  economy  "  and  asserted  that  "  the  real  sub- 
stance of  expenditure  control  means  that  the  facts  or  tendencies  in 
question  are  clearly  and  fully  known ;  that  the  reasons  therefor  are 
being   subjected   to   examination,   analysis,  and   interpretation;   and 
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that  adequate  devices  are  available,  for  the  correction  of  conditions 
found  to  be  undesirable  ". 

The  road  toward  expenditure  control  is  clearly  marked  by  the 
principles  heretofore  enumerated  and  important  advances  have  been 
made  along  the  lines  indicated.  There  is  increasing  discussion  of 
improving  personnel  in  the  public  service — a  fundamental  require- 
ment. Extension  of  the  principles  of  budgetary  procedure  is  ap- 
parent in  state  and  local  government.  Governmental  reorganization 
is  being  effected  under  permissive  laws.  The  shortening  of  the 
ballot  in  state  elections,  merging  of  local  units,  the  county  man- 
ager form  of  government,  are  actualities.  In  Nebraska,  the  ex- 
periment is  being  made  of  a  one-chamber  legislature.  The  spread 
of  the  city  manager  form  of  municipal  government  is  an  outstand- 
ing feature  of  our  period.  Uniform  accounting,  annual  audits, 
periodical  reports,  are  common  phases  of  expenditure  control.  The 
development  of  the  serial  form  of  bond  issues  and  their  consider- 
ation by  competent  agencies  are  effective  means  for  control  of  debt- 
incurring  powers.  Central  supervision  of  purchases  is  authorized 
or  required,  in  many  communities.  These  and  many  other  accepted 
and  approved  devices  are  becoming  routine  practices. 

Under  the  stress  of  reduced  taxpaying  ability,  states  and  local 
units  of  government  were  exercising  increasing  control  in  the 
matter  of  public  expenditures.  Progress,  however,  was  in  a  meas- 
ure suspended,  when  the  Federal  Government  initiated  its  plans 
for  recovery,  based  upon  the  spending  of  money.  It  is  an  inter- 
esting speculation  whether  greater  advantage  would  not  have  ac- 
crued, if  the  states  had  been  permitted  to  expend  the  funds  granted 
by  the  Federal  Government.  As  a  matter  of  fact,  in  several  states. 
restrictive  laws  have  been  set  aside  and  the  usual  safeguards  en- 
dangered, by  new  and  strange  legislation.  Every  encouragement 
has  been  given  to  incurring  indebtedness  and  raising  levies  and 
resorting  to  new  sources  of  revenue.  The  need  for  spending  on 
a  large  scale  during  the  depression  can  not  be  denied,  but  with 
huge  sums  available,  it  is  natural  that  states  and  local  communi- 
ties and  pressure  groups  of  innumerable  kinds  should  demand  their 
respective  shares.  Funds  procured  at  Washington  seemed  to  have 
no  relation  to  increasing  burdens  of  taxation.  Had  these  funds 
been,  expended  by  the  states  themselves,  is  it  not  possible  that  relief 
results  would  have  been  secured  at  less  expense?  Accustomed  to 
watch  the  actions  of  their  own  representatives  in  administrative 
positions,  it  is  conceivable  that  greater  economy  would  have  pre- 
vailed, under  the  criticism  that  would  have  followed  their  course 
at  every  turn. 

Such  progress  as  has  been  made  by  agencies  dealing  with  prob- 
lems of  financing  and  administering  public  affairs  has  been  achieved 
mainly  through  approach  to  officials.     While  popular  support  has 
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often  been  available,  it  is  more  often  that  the  presentation  of  re- 
liable facts  and  information  to  executives  and  legislators  has  been 
effective  in  sidetracking  proposals  leading  to  waste  and  extrava- 
gance. Our  law  makers  and  officials  are  always  beset  by  groups 
who  demand  appropriations,  without  regard  to  the  difficulty  of 
finding  the  funds  therefor.  In  the  words  of  Honorable  E.  N. 
Rhodes  of  Canada,  "  Because  heretofore  spending  governments 
have  been  popular  governments,  and  prudent  governments,  if  not 
positively  unpopular,  have  seldom  commended  themselves  to  the 
public,  I  am  inclined  to  hold  the  view  that  the  ultimate  and  lasting 
success  of  democratic  institutions  will  be  determined  largely  by  the 
question  as  to  whether  the  people  as  a  whole  grasp  the  knowledge 
that  funds  in  the  treasury  are  not  a  thing  apart,  that  they  do  not 
come  in  the  form  of  manna,  but  represent,  wholly,  taxation  upon 
the  income,  the  wages  and  the  savings  of  the  people  themselves." 

This  brings  us  to  the  final  step  in  the  control  of  public  expendi- 
tures— the  education  of  the  electorate  in  the  sound  principles  of 
democratic  government.  Just  how  important  is  it  that  the  elec- 
torate should  be  so  informed  and  educated  in  the  matter  of  public 
expenditures  ? 

In  his  book  on  "  Municipal  Finance  ",  Mr.  A.  E.  Buck  begins 
his  chapter  on  "  Budgets  "  with  the  following  paragraph :  "  Glad- 
stone, the  English  master  of  budgetary  technique,  once  said, 
'  Budgets  are  not  merely  affairs  of  arithmetic  but  in  a  thousand 
ways  go  to  the  root  of  prosperity  of  individuals,  the  relation  of 
classes,  and  the  strength  of  Kingdoms.'  This  statement  epitomizes 
the  significance  of  the  budget  and  the  importance  of  budget-making 
in  government.  The  budget,  we  may  infer,  is  fundamental,  in  any 
scheme  of  democratic  government.  It  is  a  means  of  developing 
responsible  leadership,  which  is  necessary  to  popular  control. 
Leadership,  especially  executive  leadership,  is  demanded  in  budget 
making.  And  why?  Because  budget  making  requires  skill  in 
planning  administrative  work  and  mastery  of  financial  details,  the 
comprehensive  understanding  of  governmental  functions  and  their 
needs  and  a  thorough  grasp  of  taxation  and  its  relation  to  the  social 
and  economic  processes." 

Those  who  are  making  the  fight  for  economy  and  efficiency  in 
the  administration  of  public  affairs  must  deal  with  all  kinds  of 
conditions  and  obstacles.  They  must  work  with  politicians  and,  in 
the  words  of  Murray  Seasongood,  "  Nobody  should  have  anything 
to  do  with  politics  who  is  not  prepared  to  see  all  improvements 
postponed  until  after  his  death."  It  was  he  also  who  said,  "  It 
requires  pertinacity  about  these  things  to  make  any  progress.  We 
have  to  be  like  that  person  lacking  in  sensitiveness,  who  asked  some 
one  to  vote  for  him  and  the  person  said,  '  What !  Vote  for  you,  you 
scoundrel?     If  my  soul  were  hansfine  in  the  balance  and  if  it  were 
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necessary  to  vote  for  you  to  save  it,  I  wouldn't  do  it.'  The  candi- 
date took  out  his  note  book  and  said,  '  I'll  put  you  down  "  Doubt- 
ful ".  That  is  the  attitude  we  must  maintain,  to  keep  on  with  the 
struggle." 

The  ascertaining,  assembling,  interpreting,  and  publishing  of 
facts  are  basic  preliminaries  in  the  campaign  for  better  govern- 
ment at  less  cost.  Fact-finding  agencies,  because  of  accurate  in- 
formation and  knowledge,  exercise  effective  influence  upon  legis- 
lation and  administration.  In  a  democracy,  however,  we  must 
finally  reach  the  citizens,  taxpayers,  and  voters.  In  the  early  days 
of  the  Republic,  Madison  wrote,  "  Popular  government  without 
popular  information  or  the  means  of  acquiring  it,  is  but  the  pro- 
logue to  a  farce  or  a  tragedy,  or  perhaps  both ".  With  ample 
facilities  for  research  in  government,  we  have  not  yet  been  able 
to  dramatize  the  possibilities  of  governmental  economy  and  effi- 
ciency and  make  the  proper  administration  of  our  collective  affairs 
the  most  important  aim  and  objective  of  our  social  aspirations. 

Recently,  Edward  A.  Filene  asserted,  "  Fifty  years  of  study  of 
the  problems  of  business  and  of  the  social  and  political  problems 
which  have  arisen  from  its  evolution  has  compelled  me  to  see  that 
there  is  no  basic  solution  for  them  except  education  ".  But  the 
education  of  the  schools  under  present  curricula  is  apparently  not 
enough.  Mere  preparation  for  citizenship,  pursued  up  to  the  years 
of  young  adulthood  has  provided  inadequate  equipment  for  the 
practice  of  citizenship.  As  a  matter  of  fact,  do  not  our  schools 
fail  to  train  the  future  citizen  to  reason  and  to  think  sanely  and 
soundly  in  lines  productive  of  general  welfare?  But  even  if  the 
schools,  from  the  elementary  level  to  the  university,  met  their 
responsibilities  in  this  respect,  which  apparently  they  do  not,  gener- 
ally speaking,  our  educational  system  should  promote  further  facili- 
ties for  cooperative  public  inquiry  into  problems  of  self-govern- 
ment. This  is,  in  fact,  recommended  by  United  States  commis- 
sioner of  education  who  says :  "  Democracy  requires  interest  in  pub- 
lic affairs  and  enlightenment  on  matters  of  vital  importance  to  the 
public  welfare  ".  Every  agency  available  should  be  alert  to  the 
opportunities  for  spreading  information  and  promoting  public  dis- 
cussion. It  has  been  said  that  democracy  is  essentially  a  govern- 
ment of  discussion. 

It  is  increasingly  necessary  to  include  all  citizens  of  the  country, 
in  our  consideration  of  the  problem  of  education  in  the  elements 
of  social  and  political  economy.  It  is  no  longer  the  property  owner 
and  the  business  man  only  who  are  affected  by  excessive  public 
expenditures.  It  was  recently  stated  by  President  Roosevelt  that 
"  in  1929,  consumers'  taxes  represented  only  30  per  cent  of  the  na- 
tional revenues.  Today  they  are  60  per  cent  ".  Hidden  and  in- 
visible taxes  levied  by  the  Federal  Government  amounted  to  $2,- 
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644,000,000  out  of  the  $4,000,000,000  received,  of  which  $411,- 
000,000  came  from  liquor  taxes  and  the  remainder  $2,233,000,000, 
from  customs  duties,  processing  taxes,  tobacco  stamps,  gasoline 
taxes,  taxes  on  amusements,  and  miscellaneous  excise  taxes.  In 
state  and  local  units,  there  has  been  in  the  last  few  years  the  same 
trend  in  forms  of  indirect  taxation.  All  must,  therefore,  become 
increasingly  tax-conscious  and  we  hope  eventually  expenditure- 
conscious  and  government-conscious.  To  make  them  safely  so, 
our  vision  of  educational  responsibilities  must  be  vastly  extended. 
A  recent  writer  assigns  to  education  the  function  of  reducing  or 
eliminating  the  effectiveness  of  propaganda  for  false  philosophies 
and  false  economics  and  closes  with  Disraeli's  remark,  after  the 
suffrage  had  been  extended  to  include  the  working  classes,  "  We 
must  educate  our  masters  ",  and,  concludes  this  writer,  "At  our 
own  peril  will  we  fail  to  educate  ourselves  ". 

Chairman  Long  :  That  was  a  splendid  paper  and  I  am  keenly 
disappointed  that  we  did  not  anticipate  its  excellence  and  present 
it  at  a  time  when  we  had  more  present.  There  was  a  golden  thread 
of  deep  thought  in  the  suggestion  that  if  we  had  not  had  avail- 
able all  these  distributions  from  the  Federal  Government,  we  should 
perhaps  have  developed,  on  the  part  of  our  people,  a  greater  econ- 
omy, which  would  have  saved  us  from  what  appears  to  be  a 
long  period,  in  which  the  cost  of  government  will  not  only  have 
to  be  taken  care  of  currently,  but  the  debt  service  will  be  mount- 
ing enormously.  This  brings  up  the  second  suggestion  which  he 
had,  namely,  the  educational  feature,  which  we  have  sadly  ne- 
glected, and  the  feature  of  the  greater  expenditure  on  the  part 
of  the  individual  to  get  the  things  he  needs,  in  which  will  be  hidden 
costs,  which,  when  they  have  been  developed,  are  very  likely  to 
discomfort  us  and  be  a  real  threat  to  our  democracy. 

That  one  thought ;  of  how  far  we  as  a  people  go  when  our  burdens 
are  lifted  from  our  shoulders  by  temporary  aid,  even  though  it  is 
taken  out  of  our  pockets  ultimately,  is,  it  seems  to  me,  something 
that  offers  a  wide  opportunity  for  discussion ;  and  I  think  we  should 
have  planned  more  wisely  and  had  Mr.  Asplund  appear  when  we 
could  have  had  a  good  general  discussion.  We  have  done  in  this 
conference,  as  we  have  in  many  others,  the  best  we  can.  These 
excellent  papers  will  be  recalled  at  parts  of  the  program  when  it  was 
rather  difficult  to  forecast,  whether  general  discussion  could  be  had. 
We  are  short  on  discussion  now. 

I  am  going  to  announce  for  Mr.  Rogers,  so  as  to  save  him  the 
trouble ;  that  there  has  been  prepared  by  the  State  Tax  Commission, 
a  number  of  bulletins,  which  he  will  make  available,  by  putting  them 
on  the  table,  about  the  taxation  machinery  of  the  State  of  Oklahoma. 

I  am  now  going  to  ask  the  conference  whether  it  desires  to 
adjourn,  but  I  see  that  Mr.  Query  wants  to  make  an  announcement. 
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Secretary  Query  :  I  have  two  statements.  First,  we  have  en- 
rolled 618  delegates  at  this  conference.  (Applause.)  This  is  one 
of  the  largest  conferences,  from  the  attendance  standpoint,  that 
I  have  attended,  during  my  fifteen  year's  membership  in  the  asso- 
ciation. Reports  coming  to  me  from  the  corridors  and  in  this  room 
indicate  that  it  has  been  a  high  spot  in  conferences,  and  I  want  at 
this  time  to  publicly  state  that  Mr.  Long  and  Mr.  Simpson  largely 
prepared  this  program,  and  to  them  is  due  the  credit  for  the  speak- 
ers and  splendid  papers  which  have  been  presented  here  today. 

One  other  thing  of  which  I  am  very  proud.  We  have  secured 
thirty-six  new  members  in  the  association  since  coming  to  this  con- 
ference. Twelve  of  those  were  received  after  the  statement  made 
by  Mr.  Cushing  last  night,  explaining  the  value  of  the  publi- 
cations of  the  association.  I  am  wondering  if  I  can,  before  I 
leave  here  tonight,  increase  that  number  to  forty. 

Mr.  J.  L.  Sayler  (Illinois)  :  How  many  states  are  represented, 
and  what  other  countries  are  represented  ? 

Secretary  Query  :  There  are  forty-two  states  represented,  and 
Mexico,  the  Dominion  of  Canada,  Hawaii,  and  the  District  of 
Columbia. 

Chairman  Long  :  Two  provinces  of  Canada. 

Mr.  Philip  Zoercher  (Indiana)  :  Just  a  few  words,  in  reference 
to  the  importance  of  this  book  that  our  friend  Cushing  referred 
to  yesterday.  The  other  day  the  Chief  Justice  of  our  supreme 
court  came  into  the  office  and  wanted  to  have  a  book  on  taxation. 
I  reached  in  my  bookcase,  on  my  desk,  and  handed  him  the  pro- 
ceedings of  the  1934  conference,  the  one  at  Boston  last  year.  A 
few  days  after  that  I  said,  "  Judge,  did  you  find  that  very  inter- 
esting?'' He  said,  "Most  excellent;  that  is  a  very  fine  book." 
Xow  then,  if  a  Chief  Justice  of  my  state  would  have  that  high 
opinion  of  the  proceedings.  I  think  it  would  pay  everybody,  who 
is  not  a  member,  to  become  a  member  of  the  association,  and  get 
that  book. 

Mr.  Oscar  Leser  (Maryland)  :  Did  you  get  him  into  member- 
ship? 

Chairman  Long:  He  has  not  brought  the  book  back.  Is  there 
anything  further  to  be  said?  These  papers  will  be  made  available 
on  the  platform  here,  if  you  wish  them. 

At  tonight's  session  the  only  remaining  business  of  the  national 
tax  conference  is  the  presentation  of  the  resolutions,  the  adoption 
or  rejection  of  them,  and  then  immediately  thereafter,  the  con- 
ference being  dissolved,  the  National  Tax  Association  will  have 
its  annual   business   meeting1.     And,   those  four  new  members   Mr. 
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Query  is  thinking  of,  will  have  these  four  seats  on  the  platform 
reserved  for  them. 

Is  there  anything  further  to  come  up  in  this  afternoon's 
discussion  ? 

I  might  say  this;  that  those  of  you  who  wish,  could  discuss,  this 
evening  any  of  the  papers  that  you  have  heard  presented  on  the 
floor;  so  have  in  mind  that  if  you  wish,  we  can  have  a  general 
round  table  discussion  this  evening,  if  there  is  anything  you  wish 
to  discuss. 

Is  there  anything  further  to  be  considered  this  afternoon?  Is 
there  anyone  who  wants  to  make  any  suggestions  ? 

Chairman  Long:  It  is  moved  by  Mr.  Gibbs  of  Ohio  that  this 
conference  adjourn  to  Main  Street. 

( Adjournment.) 
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Thursday  Evening,  October  17,   1935 

Chairman  Henry  F.  Long,  presiding. 

Chairman  Long:  The  hour  of  the  session  having  arrived,  it  is 
called  to  order.  Judge  Zoercher  of  Indiana  moves  that  we  recess, 
until  we  have  a  larger  attendance,  and  recess  is  declared. 

Chairman  Long:  Mr.  Zoercher  now  moves  that  the  recess  is 
over.  We  now  proceed  into  the  final  session  of  the  national  tax 
conference,  and  the  only  part  of  the  program  that  is  set  down  for 
the  final  action  of  the  conference  is  the  action  on  the  report  of  the 
resolutions  committee,  but  before  taking  that  up,  I  am  curious  to 
know  if  there  is  anything  that  any  person  wants  to  say,  or  do  or 
have  done.  We  are  hoping  that  all  who  are  here  will  remain 
through  the  business  session  of  the  National  Tax  Association  that 
is  to  follow.  Matters  in  relation  to  the  National  Tax  Association 
will  be  considered  at  that  time,  but  if  there  is  anything  that  is  to  be 
said  in  respect  to  the  conference,  we  shall  be  very  glad  to  hear  from 
you  at  this  time. 

Secretary  Query  :  I  want  to  report  that  I  got  my  forty  members. 

Chairman  Long:  On  behalf  of  the  National  Tax  Association,  Mr. 
Query,  I  want  to  present  you  with  this  loving  cup,  for  getting  these 
forty  members. 

(The  loving  cup  referred  to  was  the  ash  tray  reposing  on  the 
chairman's  table.) 

Chairman  Long:  Is  the  resolutions  committee  ready  to  report? 
I  present  Governor  Bliss,  of  Rhode  Island,  chairman  of  the  com- 
mittee on  resolutions. 

Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  The  resolutions  committee 
has  the  honor  to  submit  the  following  for  your  consideration.  All 
of  these  resolutions  have  been  passed  upon,  first  by  the  executive 
committee  of  the  committee  on  resolutions,  and  by  the  committee, 
as  a  whole — 

Chairman  Long:  Pardon  me  for  the  interruption,  but  Mr.  Query 
would  like  to  have  that  called  subcommittee. 

Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  Subcommittee.  And  these 
resolutions  are  all  recommended  for  passage.  I  will  take  up  the 
first  resolution : 

(366) 
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Resolved  that  the  committee  on  Double  Domicile  in  Inherit- 
ance Taxation  be  continued  for  one  year,  with  directions  to 
report  to  the  1936  conference. 

The  committee  recommends  passage.  I  move  the  passage  of  the 
resolution. 

Chairman  Long  :  You  have  heard  the  reading  of  the  resolution. 
Is  there  anything  that  you  wish  to  say  in  respect  to  it.  Do  you 
wish  to  amend  it,  reconstruct  it  or  amplify  it? 

Chairman  Long  :  If  not,  all  those  in  favor  of  accepting  that 
motion,  indicate  by  saying  aye. 

(Ayes.) 

Chairman  Long:  Opposed,  no. 

(None.) 

Chairman  Long:  Carried. 

Zenas  W.  Bliss  (Rhode  Island)  :  Resolved  that  the  committee 
on  Fiscal  Relations  of  Federal  and  State  Governments  be  continued, 
to  report  to  the  next  annual  conference ;  that  the  president  of  the 
National  Tax  Association  be  requested  to  serve  as  a  member  for 
the  ensuing  year,  and  to  appoint  other  members  of  the  committee, 
who  can  expect  to  attend  meetings  of  the  committee  that  are  essential 
to  a  proper  study  of  the  important  questions  involved. 

The  committee  recommends  passage. 

Chairman  Long  :  You  have  heard  the  reading  of  the  resolution, 
providing  that  the  committee  on  Fiscal  Relations  of  Federal  and 
State  Governments  be  continued,  and  that  the  president  of  the 
National  Tax  Association  be  requested  to  serve  as  a  member  for 
the  ensuing  year. 

Is  there  anything  to  be  said  on  that  resolution  ? 

Chairman  Long:  All  those  in  favor  of  adoption,  please  indicate 
by  saying  aye. 

(Ayes.) 

Chairman  Long  :  All  opposed,  no. 

(None.) 

Chairman  Long:  It  is  adopted. 

Zenas  W.  Bliss  (Rhode  Island)  :  Resolved  that  the  program 
committee  for  the  next  annual  conference  be  requested  to  place  upon 
the  program  for  discussion  the  subject  of  local  governmental  re- 
organization, for  the  purpose  of  tax  reduction  and  better  efficiency 
of  administration. 

Chairman  Long  :  You  have  heard  the  reading  of  the  resolution. 
Is  there  anything  to  be  said  in  respect  to  it? 
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May  I  ask  a  question,  Mr.  Bliss,  on  behalf  of  the  group?  It  reads 
that  the  program  committee  be  requested  to  place  on  the  program 
for  discussion  the  subject  of  Local  Governmental  Reorganization, 
for  the  purpose  of  tax  reduction ;  do  I  understand  you  mean  that 
as  a  part  of  a  whole  sentence — local  governmental  reorganization  for 
the  purpose  of  tax  reduction,  or  the  subject  of  local  governmental 
reorganization  in  its  relation  to  tax  reduction  and  better  efficiency 
of  administration? 

Mr.  Zenas  \V.  Bliss  (Rhode  Island)  :  As  we  understood  that, 
it  was  to  give  a  part  of  a  session  or  a  session  to  the  discussion  of 
the  whole  subject. 

Chairman  Long:  Have  you  are  particular  thoughts  as  to  term- 
inology ? 

Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  No,  I  did  not  write  the 
resolution. 

Mr.  Philip  Zoercher  (Indiana;  :  We  understood  what  it  means. 

Chairman  Long:  Is  the  fellow  who  wrote  it  in  the  room?  If 
not,  I  am  going  to  amend  it  for  him. 

Mr.  Royal  B.  Cushing  (Illinois)  :  I  think  that  was  perhaps 
along  the  line  of  what  somebody  discussed  with  me,  and  I  under- 
stood his  idea  was  consolidation  of  governmental  functions,  towards 
the  elimination  of  many  taxing  districts,  for  economy  in  taxation, 
etc.     I  think  that  expresses  it,  as  he  described  it. 

Chairman  Long  :  Supposing  now  that  I  suggest  that  this  person 
has  agreed  to  redraft  it,  to  read  as  follows : 

Resolved  that  the  program  committee  for  the  next  annual 
conference  be  requested  to  place  upon  the  program  for  discus- 
sion the  subject  of  local  governmental  reorganization,  in  its 
relation  to  tax  reduction,  elimination  of  taxing  districts  and 
better  efficiency  of  administration. 

Does  that  meet  with  your  approval  ? 

Mr.  Royal  B.  Cl'SHING  (Illinois;  :  That  is  in  accordance  with 
his  discussion  with  me. 

Chairman  Long:  I  don't  think  there  is  such  a  thing  as  better 
efficiency.  It  is  either  efficient  or  inefficient.  You  heard  the  read- 
ing of  the  resolution ;  all  those  in  favor  please  say  aye. 

(Ayes.) 

Chairman  Long:  Opposed,  no. 

(Xone.) 

Chairman  Long  :  The  aves  have  it. 
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.Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  In  view  of  the  uncertainty 
as  to  the  authority  of  state  governments  to  invest  funds  with  the 
Federal  Government,  and  further  uncertainty  as  to  the  legal  power 
of  the  states  to  recover  funds  so  invested  under  the  Federal  Social 
Security  Act,  in  the  event  that  approval  of  a  state  unemployment 
compensation  act  is  subsequently  withdrawn;  that  the  federal  act  is 
declared  invalid,  or  that  a  state  voluntarily  withdraws  from  com- 
pliance with  the  federal  act;  be  it 

Resolved,  that  the  National  Tax  Association  be  requested  to 
appoint  a  committee  to  study  the  problems  of  administering  state 
and  federal  social  security  legislation,  with  instructions  that  a 
report  be  submitted  to  the  next  conference  embracing  sugges- 
tions and  recommendations  on  standard  rules  and  regulations 
for  the  collection  of  taxes  and  contributions,  the  type  of  reports 
from  employers,  and  the  compilation  of  the  required  statistics. 

Chairman  Long  :  You  have  heard  the  reading  of  this  resolution ; 
is  there  anything  to  be  said  in  respect  to  it  ? 

Mr.  J.  W.  Oliver  (New  York)  :  From  the  preamble,  it  seems  to 
me  that  there  is  a  little  inconsistency ;  the  preamble  is  talking  about 
one  thing,  the  validity  of  it,  and  the  other  is  not.  I  am  wondering 
ju;>t  what  the  connection  is. 

Mr.  A.  J.  Maxwell  (North  Carolina)  :  Two  resolutions  were 
combined  in  one. 

Mr.  Zenas  W.  Bliss  (Rhode  Island):  Yes,  there  were  several 
resolutions  submitted  on  the  same  matter,  and  they  were  consoli- 
dated into  one  resolution,  to  cover  both  the  points  involved. 

Mr.  J.  VY.  Oliver  (  New  York;  :  If  you  had  a  committee  appointed 
and  the  courts  invalidated  the  social  security  Act,  I  suppose  that 
would  mean  the  termination  of  the  committee. 

Mr.  Noel  Sargext  (New  York)  :  There  is  no  chance  of  it  being 
invalidated  by  that  time,  Mr.  Oliver.  It  seems  to  me  that  Mr. 
Oliver's  suggestion  might  be  met  if  it  was  said  that  the  committee 
be  instructed  to  report  on  the  above  matters,  and  then  list  the  matters. 

Chairman  Loxg:  I  am  just  curious  to  know  if  this  sort  of  re- 
solve would  cover  what  you  have  in  mind. 

Mr.  Noel  Sargent  (New  York)  :  Yes,  it  seems  to  me  that  Mr. 
Oliver  is  right.  I  think  the  first  part  is  necessary,  but  then  you 
ought  to  state  that  the  committee  appointed  be  authorized  or  re- 
quested to  report  on  those  matters,  as  well  as  the  standard  rules,  etc. 

Chairman  Long  :  Perhaps  we  shall  have  the  benefit  of  all  of  the 
intelligence  if  I  just  read  this  to  you  again.     Understand,  please, 
that  the  resolutions  committee  has  undertaken  to  put  two  resolutions 
into  one,  instead  of  having  two  separate  ones : 
24 
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(reading) 

In  view  of  the  uncertainty  as  to  the  authority  of  state  govern- 
ments to  invest  funds  with  the  Federal  Government,  and  the  further 
uncertainty  as  to  the  legal  power  of  the  states  to  recover  funds  so 
invested  under  the  Federal  Social  Security  Act,  in  the  event  that 
approval  of  a  state  unemployment  compensation  Act  is  subsequently 
withdrawn,  that  the  federal  Act  is  declared  invalid,  or  that  a  state 
voluntarily  withdraws  from  compliance  with  the  federal  act;  be  it 

Resolved,  that  the  National  Tax  Association  be  requested  to 
appoint  a  committee  to  study — 

Now,  at  that  point  is  where  you  want  to  do  something? 

Mr.  Noel  Sargent  (New  York)  :  To  state  these  problems  and 
the  problems  of  administration. 

Chairman  Long  :  I  will  try  it  this  way : 

Resolved,  that  the  National  Tax  Association  be  requested  to 
appoint  a  committee  to  study  these  problems,  and  the  problems 
of  state  and  federal  social  security  legislation,  with  instructions 
that  a  report  be  submitted  to  the  next  conference,  embracing 
suggestions  and  recommendations  on  standard  rules  and  regu- 
lations for  the  collection  of  taxes  and  contributions,  the  type  of 
reports  from  employers,  and  the  compilation  of  the  required 
statistics. 
Mr.  Oliver's  and  Mr.  Sargent's  suggestion  would  be  that  we  add 

at  the  end  "  and  such  other  related  matters  as  may  appear  to  such 

committee  to  be  advisable  to  consider." 

Mr.  Noel  Sargent  (New  York)  :  How  does  that  last  read? 

Chairman  Long  :  Add  at  the  end,  the  type  of  reports  and  the 
compilation  of  the  required  statistics,  and  then  add  "  and  such  related 
matters  as  may  appear  to  said  committee  advisable  to  study  and 
report  upon  ". — The  theory,  of  course,  being  that  you  want  to  give 
them  a  very  broad  field. 

Mr.  Jens  P.  Jensen  (Kansas)  :  I  was  just  thinking — 

Chairman  Long  :  The  keeper  of  the  zoo. 

Mr.  Jens  P.  Jensen  :  Thanks ;  I  was  wondering  how  much  about 
taxes  there  was  in  that.  As  I  recall,  the  word  "  tax "  occurred 
only  once. 

Chairman  Long  :  Yes,  but  these  are  hidden  taxes. 

Mr.  Jens  P.  Jensen:  That  is  it? 

Chairman  Long:  (reading)  Resolved  that  the  National  Tax 
Association  be  requested  to  appoint  a  committee  to  study  these  prob- 
lems, and  the  problems  of  administering  state  and  federal  social 
security   legislation — 
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Mr.  Noel  Sargent  (New  York)  :  You  better  say  financial  ad- 
ministration. 

Mr.  Jens  P.  Jensen  (Kansas)  :  It  is  my  impression  that  it  was 
intended  to  stay  pretty  closely  to  tax  matters.  If  you  are  going  to 
broaden  that,  you  may  get  quite  apart  from  taxation. 

Chairman  Long  :  To  study  these  problems,  and  the  problems  of 
financing  and  of  administering  state  and  federal  social  security 
legislation — will  that  cover? 

Mr.  Noel  Sargent  (New  York)  :  I  think  it  would  be  covered  if 
it  says  financial  administration.  That  limits  your  study  to  financial 
administration. 

Mr.  Jens  P.  Jensen  (Kansas)  :  I  have  no  objection  to  it.  My 
impression  was  that  most  of  the  resolutions  for  committees  have 
dealt  with  some  tax,  clearly. 

Chairman  Long  :  Perhaps  it  might  be  well  to  say  that  the  authors 
of  these  resolutions  may  not  recognize  their  children,  after  this 
correction  is  made,  and  it  is  suggested  that  the  authors  follow  these 
resolves  and  get  in  touch  with  Mr.  Query,  because  it  will  be  advis- 
able, in  the  appointment  of  the  committee,  to  be  working  in  harmony. 

Following  out  the  suggestions  the  language  would  be : 

Resolved,  that  the  National  Tax  Association  be  requested  to 
appoint  a  committee  to  study  these  problems,  and  the  problems 
of  financial  administration  of  state  and  federal  social  security 
legislation,  with  instructions  to  report,  etc. — 

Does  that  meet  your  wishes  ? 

Mr.  Jens  P.  Jensen  (Kansas)  :  I  am  just  raising  the  question 
whether  it  is  in  line  with  the  kind  of  stuff  we  have  been  studying, 
and  that  we  want  to  cover  in  our  programs. 

Chairman  Long  :  That  is  a  matter  for  the  conference  to  consider. 
As  I  take  it,  Dr.  Jensen  raises  the  question  that  this  particular 
resolve  seems  to  go  a  little  bit  afield  from  the  kind  of  inquiry  which 
it  has  been  the  practice  of  the  National  Tax  Association  to  en- 
courage. Perhaps  it  would  be  fair  to  say  this,  and  I  am  only  voic- 
ing what  you  have  in  your  mind :  first,  it  is,  of  course  clear  that 
when  the  National  Tax  Association  appoints  a  committee  to  study  a 
thing  of  this  nature,  what  the  committee  incurs,  by  way  of  expense 
is  an  expense  which  they  bear  out  of  their  own  funds,  as  the  Na- 
tional Tax  Association  has  no  funds  for  these  purposes ;  second,  it 
will  be  necessary  to  have  some  one,  or  a  major  portion  of  the  com- 
mittee, perhaps  I  should  say,  sufficiently  near  at  hand,  so  that  some 
kind  of  a  report  may  be  made ;  and  then  again,  it  might  be  said  that 
the  national  tax  conferences  have  avoided,  so  far  as  it  is  possible, 
a  large  number  of  committees. 
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I  suppose  that  over  the  years,  1  have  served  on  a  dozen  or  fifteen 
of  them,  and  they  do  represent  real  study,  and  we  ought  not  to 
ask  individuals  to  go  into  their  own  pockets  for  something  which 
is  not  directly  germane  to  our  particular  activities.  On  the  other 
hand,  this  social  security  program — and  I  use  again  the  words  of 
Mr.  Maxwell  and  several  others — fairly  bristles  with  all  kinds  of 
tax  problems  in  the  future;  and  therefore  there  may  be  a  relation 
to  it;  but  I  think  I  sense  Dr.  Jensen's  point,  and  each  one  of  you 
should  think  in  terms  of  your  possible  membership  on  that  com- 
mittee, and  of  perhaps  being  required  to  travel  from  Chicago,  Xew 
York,  Indianapolis,  Washington,  or  some  other  place,  and  then 
think  in  terms  of  whether  this  is  the  sort  of  thing  that  the  National 
Tax  Association  can  do. 
(reading) 

In  view  of  the  uncertainty  as  to  the  authority  of  state  gov- 
ernments to  invest  funds  with  the  Federal  Government,  and  the 
further  uncertainty  as  to  the  legal  power  of  the  states  to  recover 
funds  so  invested  under  the  Federal  Social  Security  Act,  in  the 
event  that  approval  of  a  state  unemployment  compensation  Act  is 
subsequently  withdrawn,  that  the  federal  Act  is  declared  invalid, 
or  that  a  state  voluntarily  withdraws  from  compliance  with  the 
federal  Act;  be  it 

Resolved,  that  the  National  Tax  Association  be  requested  to 

appoint  a  committee  to  study  these  problems  and  the  problems 

of  financial  administration  of  state  and  federal  social  security 

legislation,  with  instructions  that  a  report  be  submitted  to  the 

next  conference,   embracing   suggestions  and  recommendations 

on  standard  rules  and  regulations  for  the  collection  of  taxes 

and    contributions,    the    type   of    reports    from   employers,    and 

the    compilation    of   the    required    statistics,    and    such    related 

matters  as  may  appear  to  said  committee  advisable  to  study  and 

report  upon. 

Mr.  Jens  P.  Jensen   (Kansas)  :  When  I  hear  that  read  again, 

the  second  time,  I  am  aware  of  the  fact  that  a  pretty  good-sized 

contract   is    specified.     I   also    wonder    what   you   mean   by    "  these 

questions  ".     What  is  the  antecedent  of  these  ?     All  the  elements  in 

the  preamble? 

Chairman  Long  :  I  think  it  can  be  said  that  as  far  as  the  resolve 
goes,  as  it  stands,  it  would  take  in  everything,  that  relates  to  social 
security  legislation ;  first,  the  relation  between  federal  and  state  gov- 
ernments, second,  rules  and  regulations,  both  as  to  recipients  and 
employers ;  and  then  the  financing  and  administration  of  financing 
comes  in  the  operation  of  the  security  program.  That  is  the  whole 
picture  of  it. 

Mr.  Jens  P.  Jensen  (Kansas  J  :  There  is  no  objection  to  study- 
ing the  way  in  which  the  funds  are  derived  for  this  particular  pur- 
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pose.  While  they  may  not  he  called  taxes,  they  are  that,  essentially, 
anyway.  It  seems  to  me  there  are  a  lot  of  other  things  predomi- 
nating' over  that. 

Mr.  J.  W.  Oliver  (New  York):  li  Dr.  Jensen  thinks  we  were 
trying-  to  get  into  the  underlying  social  theory  of  it,  that  is  furthest 
from  my  mind.  The  application  of  the  thing  I  am  referring  to,  is 
that  we  have  a  bed  fellow  to  sleep  with,  and  whether  we  like  him 
or  not.  I  don't  see  what  we  can  do  about  it;  but  if  we  have  to  sleep 
with  the  fellow,  we  may  delouse  him  and  deodorize  him  and  give 
him  a  bath. 

Mr.  Xoel  Sargext  (Xew  York)  :  I  do  not  think  that  this  would 
authorize  anybody  to  go  into  the  social  security  Act  at  all. 

Mr.  Jexs  P.  Jensen  (Kansas)  :  That  does  not  help  matters.  It 
is  still  administrative  and  political.  I  am  not  raising  any  objections 
to  it.  I  am  raising  the  question  of  whether  the  conference  wants 
to  spread  out,  to  cover  that  much  territory. 

Chairman  Loxg  :  It  might  be  well  to  say  this,  that  under  the 
constitution  and  by-laws  of  the  National  Tax  Association,  the  con- 
trol of  the  National  Tax  Association  is  in  the  hands  of  its  executive 
committee.  That  executive  committee  will  ultimately  decide  what 
to  do,  in  respect  to  this,  but  it  would  seem  to  be  desirable  to  call  to 
the  attention  of  the  conference  what  the  possibilities  might  be  under 
it,  and  to  the  fact  that  the  association  does  not  normally  engage  in 
any  investigation  that  they  don't  see  their  way  clear  to  do. 

Mr.  Noel  Sargent  (New  York)  :  Mr.  Chairman,  the  new  field 
of  taxation  which  has  been  tried  only  to  a  limited  extent,  in  one 
state,  is  going  to  involve  the  collection  of  huge  sums  by  taxation. 
I  don't  know  what  it  would  be  for  all  the  industry,  but  as  to  that 
with  which  I  am  concerned,  it  would  result  in  at  least  $103,000,000. 
next  year,  and  in  following  years,  many  times  that  much.  It  would 
also  result  in  the  accumulation  of  huge  funds,  mounting  up,  in  two 
years,  from  at  least  one  to  five  billion  dollars,  in  connection  with 
the  Unemployment  Compensation  Act  alone.  If  these  funds  are  to 
he  retained  in  the  states  or  invested  with  the  Federal  Government. 
they  are  serious  problems,  well  worthy  of  study  by  the  association. 

Mr.  Royal  B.  Cushing  (Illinois)  :  In  view  of  the  constitution- 
ality of  the  resolution  before  us,  that  question  being  raised,  I  don't 
know  but  what  it  might  be  in  order  to  suggest,  as  the  suggestion 
was  made  this  afternoon,  that  we  add  "  insofar  as  this  resolution 
is  not  in  conflict  with  the  constitution  of  the  National  Tax  Asso- 
ciation." 

Chairman  Long:  I  think  that  is  a  wise  suggestion,  because  that 
gives  you  a  good  anchor.  You  have  heard  the  resolution,  and  I 
hope  those  in  the  rear  heard  some  of  the  discussion.     I  cannot  get 
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Jensen  to  turn  around  and  look  at  the  group,  but  no  doubt  you  heard 
what  has  been  said.  Do  you  want  to  say  anything  more  in  regard 
to  the  resolution? 

Chairman  Long  :  If  not,  I  am  going  to  ask  you  if  you  want  to 
pass  it.     Those  in  favor  of  the  adoption  indicate  by  saying  aye. 

(Ayes.) 

Chairman  Long:  Those  opposed,  no. 

(Noes.) 

Chairman  Long  :  It  is  adopted. 

Mr.  Zen  as  W.  Bliss  (Rhode  Island)  :  Whereas  the  movement  to* 
exempt  homesteads  from  the  property  tax  seems  to  be  gaining  con- 
siderable momentum  throughout  the  country ;  and 

Whereas,  the  definition  of  a  homestead  for  tax  exemption 
purposes  involves  the  important  matter  of  the  size  of  the  prop- 
erty tax  base  and  also  the  matter  of  equitable  application  of  the 
exemption,  as  between  home  owners  and  tax  payers, 

Resolved,  that  the  conference  request  the  National  Tax  As- 
sociation to  appoint  a  committee,  whose  function  would  be  that 
of  studying  the  whole  question  of  homestead  exemption  and 
formulating  a  workable  and  equitable  definition  of  "  homestead  ",. 
for  tax  exemption  purposes,  and  to  report  to  the  twenty-ninth 
annual  conference  on  taxation,  in  1936. 

I  move  passage. 

Chairman  Long  :  The  resolutions  committee  makes  report  and 
moves  passage.  Did  you  hear  it  or  do  you  wish  to  have  it  read 
again  ? 

(Calls  for  the  question.) 

Chairman  Long  :  All  those  in  favor  of  its  adoption,  indicate  by 
saying  aye. 

(Ayes.) 

Chairman  Long  :  Those  opposed,  no. 

(None.) 

Chairman  Long  :  Adopted.     Whose  child  is  it  ? 

Mr.  Herbert  D.  Simpson  (Illinois)  :  I  think  it  was  submitted  by 
Mr.  Thomas. 

Mr.  Zenas  W.  Bliss  (Rhode  Island)  :  Resolved,  that  this  twenty- 
eighth  conference  on  taxation  take  this  method  of  expressing  to 
those  committees  in  charge  of  the  local  arrangements,  for  the  ac- 
commodation and  entertainment  of  its  delegates  and  sruests  and  the 
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ladies,  the  profound  thanks  of  all  concerned,  for  the  generous  pro- 
vision made  for  their  comfort,  convenience  and  requirements,  which 
have  rendered  this  sojourn  in  Oklahoma  City  most  enjoyable  and 
profitable. 

Chairman  Long  :  You  have  heard  the  reading  of  the  resolution. 
Are  there  any  that  you  wish  to  eliminate  from  this  or  any  you  wish 
to  add  to  it?  Did  you  have  any  special  reference  to  the  hotel,  or 
anything  like  that? 

Chairman  Long  :  If  I  could  be  permitted,  I  would  suggest  that 
this  could  be  enlarged  upon  a  little,  and  inasmuch  as  Mr.  Oliver 
suggested  a  standard,  I  think  you  all  know  that  famous  story  of 
the  railroad  president  who  received  a  letter  from  one  of  the  riders 
in  the  Pullman  berths,  who  complained  that  he  could  not  sleep,  be- 
cause the  bedbugs  bit  him,  and  the  president  wrote  back  after  a 
while  to  this  distressed  traveler  a  long  letter,  explaining  how  that 
was  the  first  time  it  ever  happened ;  that  they  gave  particular  atten- 
tion to  keeping  the  berths  clean,  and  that  there  must  have  been  some 
equipment  that  was  overlooked,  or  something  had  slipped,  and  the 
apologies  of  the  board  of  directors  and  the  officers,  and  the  stock- 
holders of  the  railroad  were  all  connected  with  it ;  they  were  deeply 
sorry  and  assured  him  it  would  not  happen  again.  As  he  read  on, 
page  after  page,  and  page  after  page,  of  all  these  explanations,  then 
he  came  to  this  one  simple  notation  at  the  tail  end  of  a  letter  that 
accidently  got  hitched  to  his  letter.  The  president  had  written 
across  this  letter :  "  Send  this  guy  the  bedbug  letter." 

Chairman  Long  :  All  those  in  favor  of  the  resolution  say  aye. 

(  Ayes.) 

Those  opposed,  no. 

(None.) 

Chairman  Long  :  Adopted.  The  conference,  Mr.  Bliss,  accepts 
the  report  of  the  committee  on  resolutions,  and  thanks  its  chairman 
and  all  of  its  members  and  appreciates  the  care  and  attention  and 
intelligence  they  directed  toward  the  devising  of  these  resolutions. 

Mr.  Zen  as  W.  Bliss  (Rhode  Island)  :  Thank  you  very  much,  Mr. 
President.  I  may  say,  parenthetically,  that  if  anybody  is  not  entirely 
satisfied  with  this  last  resolution  which  you  have  just  passed — those 
of  you  who  are  fortunate  enough  to  have  the  proceedings  of  these 
meetings — if  you  will  just  look  back  over  a  series  of  years,  back  as 
far  as  number  3,  which  I  understand  is  missing  and  you  cannot 
have  that  any  more,  you  will  find  every  possible  variation  of  a  reso- 
lution of  thanks.  We  have  used  them  all  and  finally  standardized 
on  this  one. 

Chairman  Long:  We  ran  into  a  little  trouble  in  Kansas  City. 
We  had  one  of  these  standard  forms,  more  or  less  couched  in  the 
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restrained  language  of  the  New  England  coast  or  New  England 
section,  and  we  afterwards  got  a  request  to  supply  our  resolution 
thanking  the  local  community  for  what  they  did,  because  they  wanted 
it  reproduced  and  transmitted  over  the  country,  and  generally  given 
to  the  people  of  that  neighborhood.  We  found  ourselves  more  or 
less  flat,  because  we  did  not  have  a  very  flowery  resolution.  I 
don't  know  whether  the  city  we  are  in  now  wants  anything  like 
that,  but  I  am  going  to  suggest  that  if  the  entertainment  committee 
here  in  this  city  wants  something  that  is  really  spread  out  and  painted 
in  glowing  colors,  we  will  let  them  write  it  and  substitute  it  for  the 
resolution  that  New  England  sent  to  you. 

Is  there  anything  further  to  be  said  in  the  conference? 

Does  Air.  Torres  want  to  tell  us  anything  about  Mexico  at  this 
time?  It  is  hardly  fair,  when  we  have  so  small  a  group  here. — 
Mr.  Torres,  of  Mexico. 

Mr.  Luis  Gonzalez  Torres  (Mexico  City,  Mexico)  :  Mr. 
Chairman  and  ladies  and  gentlemen :  I  shall  endeavor  to  present  to 
you  briefly  some  of  the  activities — 

Chairman  Long:  Pardon  the  interruption:  it  seems  to  me  that 
we  are  going  to  have  some  difficulty  in  hearing,  in  the  rear  of  the 
room,  and  unfortunately  we  excused  the  loud  speaker  attendant. 
We  will  pause  for  thirty-five  seconds,  so  that  those  in  the  rear  of 
the  room  may  occupy  these  seats,  which  I  assure  you  will  be  as 
comfortable  as  those  in  the  rear.  Moreover,  I  can  watch  you  all, 
to  see  how  awake  you  are. 

Very  much  obliged  to  you.  That  makes  it  more  convenient  for 
the  speaker.     Go  ahead,  Mr.  Torres. 

Mr.  Luis  Gonzalez  Torres  (Mexico  City,  Mexico)  :  I  shall  en- 
deavor to  present  to  you  briefly  some  of  the  activities  which  the 
Government  of  Mexico,  has  and  is  exercising,  in  the  matter  of  taxa- 
tion, in  conformity  with  our  Six  Year  Government  Plan,  covering 
the  years  1934-1939.  Two  different  but  coordinated  forms  are  fol- 
lowed in  this  program,  that  is,  in  its  financial  aspect;  directly, 
through  collection  of  revenue  and,  indirectly,  through  the  promotive 
and  restrictive  influences  which  some  forms  of  taxation  have  on 
certain  activities,  as  in  the  cases  of  protective  tariffs  and  taxes  on 
the  consumption  of  alcoholic  beverages. 

Witli  a  view  to  promoting  the  growth  of  the  border  towns,  my 
Government  is  allowing  the  importation  of  sanitary  articles  into  such 
communities,  duty-free.  The  importation  of  agricultural  tractors 
into  Lower  California  is  also  free  of  duty.  On  the  other  hand,  taxa- 
tion rates  on  alcohol  and  alcoholic  beverages  have  been  increased. 

In  order  to  strengthen  the  economic  unity  of  Mexico,  the  Federal 
Government  is  endeavoring  to  incorporate  in  our  constitution,  the 
necessary  regulations  to  define  the  fields  of  taxation  of  the  federation, 
states  and  municipalities. 
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To  this  effect,  the  President  of  the  Republic  will  present  or  may 
have  already  presented  to  our  Congress  the  necessary  project  to 
reform  the  Federal  Constitution,  and  there  are  reasons  to  believe 
that  the  legislatures  of  the  states  will  approve  such  amendments, 
because  of  its  paramount  importance  for  the  nation's  economy,  and 
also,  because  of  the  fact  that  all  of  the  states  did  approve  such  re- 
forms, both  in  the  first  and  second  national  fiscal  conventions. 

It  came  to  the  attention  of  our  Chief  Executive,  that  there  seemed 
to  be  a  certain  unrest  among  the  tax  payers ;  unrest  which  was  due, 
not  because  the  tax  rates  were  considered  high,  but  because  of  the 
complexity  of  some  of  the  laws,  which  resulted  in  unnecessary  in- 
conveniences to  the  tax  payers.  This  prompted  President  Cardenas 
to  issue  the  necessary  instructions  for  a  systematic  revision  of  such 
laws,  with  a  design  to  simplify  them  and  to  replace  indirect  for 
direct  taxes.  Steps  are  being  taken  at  the  same  time  to  reduce  the 
effects  of  repercussion. 

The  income  tax  law  has  been  subjected  to  well  planned  reforms. 
It  has  been  so  reformed  as  to  tax  the  profits  derived  from  capital 
alone,  at  a  higher  rate,  than  profits  from  the  use  of  capital  in  con- 
junction with  labor,  income  from  labor  only  being  taxed  even  less. 

The  inheritance  and  legacy  tax  has  been  made  uniform  and  is  used 
as  a  complement  to  the  income  tax,  and  also,  in  order  to  avoid  the 
accumulation  of  wealth,  through  the  perpetuation  of  large  fortunes. 

Efforts  are  being  made  to  simplify  the  levying  of  taxes  on  in- 
dustry and  commerce,  through  the  establishing  of  a  uniform  system 
of  taxation,  administered  by  the  state  governments,  with  participa- 
tion of  the  Federal  Government  in  the  revenue. 

In  applying  tariffs  to  imported  articles  similar  to  those  produced 
in  Mexico,  it  is  being  kept  in  mind  not  to  encourage  any  such  in- 
dustries which  can  only  exist  through  tariff  barriers. 

My  Government,  fully  aware  of  the  rights  of  the  Mexican  Nation 
to  receive  a  just  share  from  its  natural  resources,  and  in  compliance 
with  the  provisions  of  our  constitution,  has  taken  the  necessary 
steps  in  that  direction.  Among  such  steps,  I  will  mention  that 
affecting  the  production  of  ores  and  metals ;  the  tax  rate  on  silver 
production,  for  instance,  is  increased  or  decreased,  according  to  the 
fluctuations  of  the  price  of  silver  in  the  Xew  York  market. 

The  revenue  from  the  gasoline  tax,  a  tax  which  is  similar  to  that 
existing  in  this  country,  is  being  used  for  the  building  of  highways. 

Due  to  better  economic  conditions,  as  well  as  to  the  results  ob- 
tained through  better  regulations  and  fiscal  control,  the  Mexican 
Government,  during  the  current  year,  has  been  able  to  increase 
some  of  the  budget  appropriations. 

I  wish  to  avail  myself  of  this  opportunity  to  thank,  on  behalf 
of  the  Mexican  Government,  the  National  Tax  Association,  for  their 
kind  invitation,  and.  at  the  same  time,  I  wish  to  express  my  personal 
appreciation  to  each  and  all  of  the  members  of  this  association  for 
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the   courtesies — which   I  hope  I   shall   be  given   an   opportunity  to 
reciprocate  in  Mexico— extended  to  me  during  this  most  important 
and  interesting  conference. 
Mitchas  gracias. 

Chairman  Long:  Thank  you,  Mr.  Torres.  I  take  it  that  that 
is  in  your  most  gracious  way,  an  invitation  for  this  association  to 
consider  sometime  a  conference  in  Mexico  City. 

Mr.  Luis  Gonzalez  Torres  (Mexico  City,  Mexico)  :  We  should 
like  that. 

Chairman  Long  :  I  say  that,  because  my  excursions  into  Mexico 
have  been  near  the  border  and  not  into  Mexico  City. 

Is  there  anything  more  to  be  said  in  our  national  tax  conference  ? 

Mr.  Lamb,  I  wanted  to  explain;  we  went  ahead  with  the  confer- 
ence and  are  right  on  the  tail  end  of  it.  You  are  in,  not  at  the  birth 
of  this  evening's  session,  but  at  its  demise,  yet,  if  you  wish  to  say 
anything,  now  is  your  opportunity  or  you  will  have  to  forever  hold 
your  peace. 

Mr.  Carl  Lamb  (Pennsylvania)  :  Thank  you  very  much.  I  have 
nothing  to  say. 

Chairman  Long  :  I  hate  to  close  this  up,  if  there  is  anything  that 
should  be  said  at  this  meeting. 

Mr.  Philip  Zoercher  (Indiana)  :  Move  we  adjourn  sine  die. 

Chairman  Long  :  I  think  we  kill  them  outright.  If  there  is  noth- 
ing further,  the  twenty-eighth  national  tax  conference  is  closed  and 
it  has  gone  down  the  corridor  of  history. 

(Adjournment  of  Conference.) 
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Traynor,   Roger,   Discusses   California  sales   tax    iq; 

Tunell,  G.  G.,  Discusses  property  taxation    254 

Unemployment  insurance  legislation.   Discussion  of   241 

Yaughan,   George,    Fraud   in    taxation    182 

Welcome,   Addresses   of    3,    12 

Woodworth,   L.  D. 

Discusses  federal  activities  in  aid  of  state  tax  administration    .  . .  247 

Discusses  local  administration    253 

Zoercher,   Philip,   Discusses   Indiana  methods  of  expenditure  control    .  256 
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ANNUAL   MEETING  OF  THE   MEMBERS  OF 
THE   NATIONAL  TAX    ASSOCIATION 

Held   at  the   Biltmore   Hotel,   Oklahoma   City,    Oklahoma, 
Thursday  Evening,  October  17,  1935,  Immediately  after 
the  Adjournment  of  the  Twenty-eighth 
National  Tax  Conference 

President  Henry  F.  Long,  presiding-. 

President  Long:  The  annual  business  meeting  of  the  National 
Tax  Association  will  now  be  called  to  order.  This  annual  meeting- 
is  called  pursuant  to  the  by-laws.  In  order  that  it  may  be  perfectly 
clear  that  all  have  been  notified  of  this  meeting,  I  am  going  to  read 
what  the  secretary  says  was  sent  to  all  the  members.  This  was  a 
printed  notice  mailed  to  the  members  of  the  association : 

Reading) 

To  Members  of  the  National  Tax  Association : 

Notice  is  hereby  given  that  the  annual  meeting  of  the  Na- 
tional Tax  Association,  for  the  election  of  officers,  three  members 
of  the  executive  committee,  and  such  additional  members  as 
may  be  necessary  to  fill  vacancies,  two  honorary  members  of 
such  committee  from  residents  of  Canada,  and  to  transact  such 
other  business  as  may  properly  be  transacted  at  such  meeting, 
will  be  held  at  the  Oklahoma  Biltmore  Hotel,  Oklahoma  City, 
Oklahoma,  on  Thursday,  October  17,  1935,  at  8  o'clock  P.  M., 
Oklahoma  City  time. 

W.  G.  Query,  Secretary, 
Columbia,  S.  C,  August  17,  1935. 

That  makes  full  compliance  with  the  by-laws,  since  every  member 
has  been  notified  of  this  meeting. 

One  of  the  requirements  is  the  matter  of  quorum,  and  I  am 
going  to  ask  some  one  who  is  a  good  mathematician— perhaps  Mr. 
Oliver — to  tell  me  whether  there  are  one  hundred  in  this  room,  or 
less. 

Mr.  Oliver  (New  York)  :  I  would  say  yes,  as  a  modest  calcu- 
lation. 

President  Long  :  1  have  always  looked  upon  Mr.  Oliver  as  the 
best  and  most  efficient  comptroller  and  mathematician  that  I  have 
ever  known,  and  his  answer  is  clarifying.  I  declare  that  there  is  a 
quorum  present. 

(3) 


4  ANNUAL  MEETING  OF  TAN  ASSOCIATION 

The  first  business  is  to  receive  the  reports  of  the  officers  of  the 
association.  The  first  report  will  be  the  report  of  the  secretary  and 
treasurer. 

Secretary  and  Treasurer  W.  G.  Query  :  Those  of  you  who  are 
familiar  with  the  form  of  the  report  which  has  been  submitted  here- 
tofore will  note  that  the  form  which  I  am  submitting  now  is  slightly 
different  from  the  former  statements: 

(Submits  the  following  report.) 

September  30,  1935. 
NATIONAL  TAN  ASSOCIATION 
Cash  Statement — Year  Ending  June  30,  1935. 
Balance         July   1,  1934   $2,495.64 

Receipts        Dues    $4,488.50 

Contributions     93-44 

Subscriptions  to  Bulletin    146.00 

Sales  of  Publications    582.13       5,310.07 

Investment  income— Interest  and  dividends 
(less  $10.55  accrued  interest  paid,  shown 
in  Notes  3  and  4  below)    1,347.34 

$9,153-05 

Expenses        Proceedings — Vol.  26 — balance     $2,180.02     Note  1 

"                  "     27    2,528.00 

Bulletin        —    "     20    1,746.36 

Preliminary  print  of  2nd  Report  of  Model 

Tax  Committee 1 10.41 

1934  Conference  : 

Reporter 691.87 

Program     57-3° 

Miscellaneous    i32-58 

Allowance  to  Secretary-Treasurer     1,500.00 

"            "    Editor  of  Bulletin    900.00 

Storage 30.00 

Postage,  Printing  and  Stationery     507.27 

Safe   deposit   vault   rent    8.25 

Miscellaneous    2.74     10,394.80 

(Red)  $1,241.75 

Changes  in  Capital  Assets  During  Year 

Sales  $1000 — 4th  U.S.  L.L.  4?4'28-     Note  2  .  .  .  .$1,000.00 

500 —  "  500.00 

1000 — 1st      "  3/2'47 1,000.00 

500 — U.  S.  Home  Owners'  Loan  2-)4'49- 

Note  3    5QI-50 

$3,001.50 
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Purchases     $1000 — U.  S.  Treasury   Bond 

2^'55-6o.     Note  4.  .  .  .  $1,000.00 
500 — U.  S.   Home  Owners' 

Loan    (shown    above)  .  .       503.66        1,503.66        1,497.84 

Balance         June  30,   1935 $    256.09 

Note   1.     Excess  of  expenses  over  receipts — $3,737-39. 

As  noted  above,  a  balance  on  account  of  cost  of  the  previous 

years'  Proceedings  was  paid  in  this  year. 
Note  2.      Purchased  in    1920  at  $892.50 — Gain  $107.50. 
Note  3.      Purchased    in    1935  —  Principal   $503.66 :    Accrued    interest    paid 

$3.36:  Loss  $2.16. 
Note  4.     Purchased    in     IQ35  —  Principal    $1000:    Accrued    interest    paid 

$7.19. 

This  is  to  certify  that  I  have  examined  the  cash  book,  check 
book  and  bank  statements  of  W.  G.  Query,  Treasurer  of  the 
National  Tax  Association  and  that  the  above  is  a  true  and 
correct  statement  of  the  receipts  and  disbursements  for  the 
year  ending  June  30,   1935. 

(Sd)      A.   F.  Cauthen. 

Oct.   1st,   1935. 

The  item  of  contributions  $93.44 — was  a  balance  remaining  in  the 
hands  of  the  entertainment  committee  for  the  Boston  conference 
which  was  turned  over  as  a  gift  to  the  National  Tax  Association. 

It  is  to  be  noted  that  during  the  year  ending  June  30,  1935,  we 
incurred  expenses  for  both  volume  26  and  27.  This  is  unusual,  and 
was  due  to  the  fact  that  the  bill  for  volume  26  was  not  received  until 
the  latter  part  of  June,  1934  and  was  not  paid  until  after  July  1. 

This  statement  represents  the  transactions  that  took  place  during 
this  particular  year,  the  records  have  been  audited  and  properly 
verified.  I  submit  it  as  a  part  of  my  report  for  the  period  ending 
June  30,  1935. 

I  wish  also  at  this  time  to  submit  a  report  of  the  receipts  and  dis- 
bursements of  the  funds  contributed  in  behalf  of  the  expenses  of  the 
Model  Tax  Committee.  That  has  not  been  done  heretofore,  for  the 
reason  that  during  the  period  covered  by  this  statement — year  ending 
June  30,  1935 — the  last  bill  was  incurred  for  the  printing  of  the 
report. 

(Submits  th  :  following  report) 

Model  Tax  Committee  Funds 

Receipts  and  Disbursements 

Receipts $3,150.00 

Disbursements 

Preliminary  and  Chicago  conference,  railroad  fare,  hotel  and 

meals  for  six  members  of  committee    977-°3 
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Princeton  conference  and   trip   to   New  York,  C.   J.   Bullock, 

railroad  fare,  hotel  and  meals   338.02 

Expenses  C.  J.   Bullock,   Phoenix  conference    420.88 

Clerical  expenses  in  preparing  report  nf  committee  and   1500 

reprints 343-91 


Total  expenditures     $2,079.84 

Balance    unexpended    funds    merged    into    general    fund    of 

National  Tax   Association    1,070.1b 


$3,150.00 


This  is  to  certify  that  I  have  examined  the  cash  book,  check 
book  and  bank  statements  of  W.  G.  Query,  Treasurer  of  the 
Xational  Tax  Association  and  that  the  above  is  a  true  and 
correct  statement  of  the  receipts  and  disbursements  of  the 
funds  contributed  on  behalf  of  the  Model  Tax  Committee  ex- 
penses. 

(Sd)      A.   F.  Cauthen. 

September  2$,   1935. 

The  balance  of  $1,070.16,  with  the  disbursements  of  $2,079.84  as 
detailed,  make  up  the  total  receipts  of  $3,150.00. 

That  concludes  the  report  of  the  Secretary  and  Treasurer. 

Mr.  Philip  Zoercher  (Indiana)  :  I  move  that  the  report  of  the 
Secretary  and  Treasurer  be  received  and  that  the  expenditures  sum- 
marized therein,  during  the  fiscal  year  ending  June  30,  1935,  and 
the  disbursements  of  funds  received  for  defraying  expenses  of  the 
Model  Tax  Committee,  as  summarized  in  the  statement  submitted  to 
this  meeting,  be  and  are  hereby  approved. 

President  Long  :  Mr.  Zoercher  nf  Indiana  moves  that  the  report 
of  the  Secretary  and  Treasurer  as  read,  be  accepted  and  approved. 

Is  there  anything  to  be  said  on  that  motion  ? 
(  Motion  duly  seconded.) 

President  Long  :  All  those  in  favor  of  the  motion  of  acceptance 
and  approval  of  the  Secretary  and  Treasurer's  report  indicate  by 
saying  aye. 

(Ayes.) 

President  Long:  Those  opposed. 

1  None.) 

President  Long:  It  is  accepted. 

Secretary  and  Treasurer  Query  :  It  has  been  the  custom  for 
the  Secretary  and  Treasurer  to  submit  himself  to  any  questions,  with 
reference  to  any  of  the  financial  transactions  of  the  association  dur- 
ing the  past  year,  and  if  there  are  any  questions  with  respect  to  any 
of  these  items,  I  shall  be  very  glad  to  answer  them. 
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Mr.  Philip  Zoercher  (Indiana)  :  What  has  been  the  actual  de- 
pletion in  investment  account  during  the  past  three  years  ? 

Secretary  and  Treasurer  Query:  The  investment  account,  con- 
sisting- of  securities  owned  on  June  30,  1935,  shows  a  cost  of  $30,183 
as  compared  with  securities  owned  on  July  1,  1931,  at  a  cost  oi 
S29,461.67,  an  increase  during  this  period  in  the  investment  account 
of  $721.33.  I  do  not  have  available  at  this  conference  the  hank 
statements  as  of  July  1,  1931,  because  I  did  not  have  the  records  at 
that  time,  but  on  July  1,  1932,  the  bank  balance  was  $3073A>2.  On 
June  30,  1935,  the  bank  balance  was  $256.09,  or  a  decrease  of 
$2817.83,  while  there  was  an  increase  in  the  investment  account  of 
^$721.33,  which  leaves  depletion  of  cash  and  investment  of  $2096.50. 
In  other  words,  during  this  period  we  have  depleted  our  available 
cash  and  securities  to  the  extent  of  $2096.50. 

Mr.  Philip  Zoercher  (Indiana)  :  That  is  for  the  three  years? 

Secretary  and  Treasurer  Query:  Yes,  slightly  less  than  seven 
hundred  dollars  a  year. 

President  Long  :  Do  you  wish  to  ask  the  Secretary  and  Treasurer 
any  other  questions  ? 

(No  questions.) 

President  Long:  He  can  answer  any  questions  that  you  may  want 
to  ask  him  in  regard  to  inflation  or  deflation,  the  relative  value  of 
these  securities,  possible  offers  in  trade,  etc. 

Secretary  and  Treasurer  Query:  I  should  like  to  say,  Mr. 
President  and  gentlemen,  that  it  is  due  to  this  depletion  in  our  cash, 
you  might  say,  that  the  association  feels  that  it  cannot  continue  to 
carry  on  in  the  same  way  that  has  been  done  for  the  past  three  or 
four  years. 

The  association  is  trying  in  every  way  to  reduce  expenses,  and  at 
the  same  time  trying  to  restore  its  membership  to  the  point  where 
the  association  can  function  in  a  proper  way.  And,  it  was  because 
of  this  that  Mr.  Long  has  for  the  past  several  months,  as  President 
of  the  association,  waged  a  very  effective  but  conservative  campaign 
for  membership ;  and  it  was  also  this  condition  that  prompted  the 
officers  of  the  association  to  request  me  to  attempt  to  secure  addi- 
tional members  at  this  conference.  I  stated  tonight  that  I  had 
secured  the  necessary  four  additional  members  to  make  the  forty 
new  members  enrolled  at  this  conference,  and  Mr.  Long  in  his  work 
was  able  to  secure  between  forty  and  fifty  members. 

President  Long  :  Mr.  Zoercher  moves  an  extra  vote  of  thanks 
to  the  Secretary  and  Treasurer  for  this  explanation.  All  those  in 
favor  of  that  please  indicate  by  saying  aye. 

I  Ayes.) 
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The  next  matter  of  business  is  as  to  whether  there  are  any  others 
who  want  to  make  reports.  I  tried  to  get  over  that  joke  yesterday 
about  the  poor  fellow  who  was  killed  in  Chicago.  They  wanted  to 
clear  the  street  as  fast  as  they  could,  so  they  picked  him  up  and 
threw  him  into  the  drug  store.  They  then  proceeded  to  have  a 
funeral  service,  but  there  wasn't  anybody  to  say  anything  about  the 
departed.  A  crowd  had  sort  of  gathered  around,  but  nobody  said 
anything.  Finally  one  man  said,  "  If  there  aren't  going  to  be  any 
funeral  obsequies  over  this  deceased,  perhaps  you  would  let  me  say 
something  about  Los  Angeles."  So,  inasmuch  as  I  have  the  crowd 
here  now,  1  am  going  to  say  something  which  it  seems  to  me  is  well 
to  bring  to  the  attention  of  the  association.  This  has  been  said  over 
and  over  again,  but,  like  the  weather,  it  must  be  repeated. 

The  National  Tax  Association,  has,  for  many  years  held  these 
conferences  and  annually  published  the  Proceedings,  which  means 
the  reproduction  of  the  addresses  and  discussions  held  at  these  con- 
ferences. In  addition  there  was  developed,  as  a  result  of  the  thought 
that  closer  union  might  be  had,  what  was  called  the  Bulletin  of  the 
National  Tax  Association.  Those  of  you  who  have  a  complete  set 
will  know  that  there  has  been  a  very  substantial  change  in  this 
Bulletin,  from  its  early  beginning  to  its  present  form ;  but  one  char- 
acteristic has  prevailed,  and  that  is  the  elimination  of  articles  which 
were  too  extensive,  with  a  restriction  of  the  publication  to  not  more 
than  thirty-two  pages.  It  was  thought  that  the  Bulletin  would  serve 
as  a  medium  to  keep  those  interested  in  the  national  tax  confer- 
ences more  closely  in  touch  with  each  other  throughout  the  year  and 
would  offer  the  opportunity  of  printing  information  which  was  of  a 
character  not  particularly  suitable  for  formal  papers  at  the  national 
tax  conferences.  Members  of  the  National  Tax  Association  know, 
and  perhaps  Mr.  Cushing  made  clear  to  others  yesterday,  that  the 
Bulletin  is  divided  into  three  or  four  general  divisions,  first,  a  part 
for  the  inclusion  of  such  general  tax  articles,  as  high  in  character 
as  could  be  obtained  for  the  small  space  allotted;  second,  a  part  for 
book  reviews,  and  notices  respecting  changes  in  and  interpretation  of 
tax  laws,  and,  third,  a  part  for  digests  of  various  court  decisions 
rendered  by  the  United  States  Supreme  Court  and  the  state  supreme 
courts,  and  from  time  to  time  there  have  been  other  sections  of  the 
Bulletin. 

The  people  who  use  the  Bulletin  may  be  divided  into  two  groups. 
In  the  first  group  we  find  those  who  are  glad  to  get  the  Bulletin, 
who  enjoy  opening  it  and  seeing  just  what  the  Bulletin  is  carrying 
in  that  issue,  and  reading  all  or  part  of  it.  In  the  second  group  we 
find  those  who  do  not  even  look  at  it,  or  at  best,  read  it  more  or  less 
carelessly.  Then  there  is,  perhaps,  a  third  group;  or  perhaps  this 
group  should  be  the  second  group,  and  the  first  group  should  be 
divided  into  two  parts.  This  second  group  constitute  those  keenly 
interested,  and  desirous  of  making  the  Bulletin  very  effective,  think- 
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ing  in  terms  of  an  enlarged  Bulletin,  more  comprehensive  and  per- 
haps more  complete,  for  those  interested  in  the  theoretical  study  of 
taxation.  This  thought  for  an  improved  tax  journal  or  bulletin 
has  been  in  the  air  for  a  long  while,  perhaps  growing  during  the 
period  that  we  thought  of  as  times  of  prosperity  and  even  while 
the  depression  was  developing. 

Those  who  propose  what  I  am  now  going  to  present  to  you  are 
a  group  that  have  been  long  associated  with  the  National  Tax  Asso- 
ciation. They  have  mulled  over  this  particular  thought  and  have, 
from  time  to  time,  talked  with  others  of  the  association,  and  now, 
at  my  suggestion,  have  afforded  the  opportunity  for  all  of  us  to  hear 
about  it. 

The  first  written  outline  that  came  to  me  occupied  a  good  many 
pages.  There  was  considerable  detail  given,  which  I  asked  to  have 
eliminated,  as  it  seemed  to  me  rather  unnecessary  to  read  a  detailed 
outline  to  the  conference  or  to  this  annual  meeting  of  the  National 
Tax  Association. 

I  am  going  to  preface  the  reading  of  this  outline  by  saying  that 
I  am  presenting  to  the  National  Tax  Association,  for  such  dis- 
position as  it  may  wish  to  make,  a  request  or  a  suggestion  by  Pro- 
fessor Carl  Shoup,  who  is  the  present  Editor  of  the  Bulletin,  repre- 
senting himself  and  others.  It  is  headed  "  Proposals  for  a  Journal 
of  Public  Finance  ",  and  reads  as  follows : 

"  It  has  become  increasingly  evident  during  the  past  two  or  three 
years  that  there  is  a  place  in  the  United  States  for  a  journal  devoted 
to  public  finance.  This  journal  would  contain  much  the  same  kind 
of  material  that  has  appeared  in  the  Bulletin,  but  would  be  more 
comprehensive  in  its  coverage.  It  would  also  be  more  thorough. 
During  the  past  year  the  present  editor  of  the  Bulletin  has  been 
exploring  the  possibilities  for  such  a  journal.  The  tentative  con- 
clusions are  briefly  as  follows  : 

Each  issue  of  the  Journal  would  contain  four,  and  possibly  five 
sections.  The  first  section  would  contain  scholarly  articles  on  all 
phases  of  public  finance.  The  Bulletin  has  been  unable  to  print  some 
excellent  material,  because  of  space  limitations,  and  because  of  its 
primary  devotion  to  taxation  (in  contrast  to  debt  and  expenditures). 
There  is  evidence  that  a  journal  of  high  standing  would  attract  a 
considerable  number  of  contributions.  Some  of  them  would  be  no 
longer  than  the  present  Bulletin  articles.  Some  would  be  much 
longer.  Some  of  them  would  be  of  interest  chiefly  to  scholars  who 
are  studying  the  fundamental  principles  and  phenomena  of  finance; 
others  would  be  of  immediate  interest  to  tax  administrators,  business 
men,  lawyers,  and  accountants. 

The  second  section  would  appeal  chiefly  to  lawyers  and  adminis- 
trators ;  it  would  deal  with  court  decisions,  would  be  comprehensive, 
within  well-defined  limits,  and  would  furnish  an  authoritative  an- 
alysis and  interpretation,  given  by  the  best  talent  the  faculties  of 
the  law  schools  of  the  country  could  supply.     Despite  the  number  of 
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law  reviews  and  tax  services  now  in  existence,  and  despite  the  long 
sustained  efforts  of  the  present  legal  editor  of  the  Bulletin,  in  the 
face  of  an  impossibly  immense  task,  it  appears  that  there  is  still 
much  to  be  accomplished.  Inquiries  indicate  that  this  section  of 
the  journal,  as  planned,  would  be  literally  indispensable  to  all  the 
chief  tax  lawyers  of  the  country. 

The  third  section  would  be  purely  factual,  since  it  would  consist 
of  reproductions  of  all  or  of  parts  of  the  more  important  laws  and 
regulations  as  they  appear.  Not  only  the  Federal  Government,  but 
to  some  extent  the  states,  would  be  covered.  This  material  would 
not  contain  abstracts. 

The  fourth  section  would  consist  of  both  reviews  and  notes  and 
would  be,  above  all,  comprehensive.  A  reader  of  the  Journal  could 
feel  that  everything  appearing  in  the  United  States,  of  any  genuine 
importance,  bearing  on  public  finance,  would  be  called  to  his  atten- 
tion. Foreign  literature  would  be  covered  to  a  certain  extent,  but 
in  a  selective  manner. 

A  fifth  section,  which  it  might  or  might  not  prove  feasible  to 
develop  as  extensively  as  here  suggested,  would  be  a  current  news 
column.  It  would  contain  periodical  reports  from  representatives  of 
the  Journal  all  over  the  country.  The  aim  would  be  to  keep  the 
readers  abreast  of  current  political,  social,  and  economic  forces  that 
appear  to  be  influencing  trends  in  public  finance,  and  would  briefly 
summarize  the  laws  enacted  { except  as  these  were  cared  for  in 
the  third  section  above),  the  condition  of  the  revenues,  developments 
in  administration,  etc.  As  tentatively  drawn  up,  the  plan  calls  for 
dividing  the  country  into  ten  districts  for  this  purpose. 

There  would  probably  also  be  a  sixth  section  devoted  to  associa- 
tion matters  as  will  be  explained  below. 

The  Journal  would  appear  quarterly,  and  would,  in  the  course  of 
a  year,  contain  about  twice  as  many  words  as  are  now  printed  in 
the  Bulletin  in  a  year. 

Those  who  have  been  chiefly  interested  in  developing  the  idea  of  a 
Journal  believe  that  the  interests  of  both  the  Journal  and  the  Na- 
tional Tax  Association  would  be  best  served  if  the  association  spon- 
sored the  new  publication. 

The  finances  of  the  association  are  such  that  it  cannot  consider 
any  added  financial  contribution  for  this  purpose.  The  plan  pro- 
posed, therefore,  is  that  the  added  expense,  over  and  above  the  costs 
now  caused  by  the  Bulletin,  be  met  by  an  endowment  from  outside 
sources.  This  endowment,  the  present  sponsors  of  the  new  Journal 
are  willing  to  attempt  to  obtain,  and  there  is  good  reason  to  believe 
that  it  can  be  obtained.  The  association,  then,  would  finance  the 
new  Journal,  only  to  the  extent  it  has  been  financing  the  Bulletin. 
All  members  of  the  association  would  receive  the  Journal  as  an  in- 
cident of  membership. 
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The  present  Bulletin  would,  under  this  plan,  either  disappear  or  be 
greatly  restricted  in  size  and  scope.  If  it  disappeared,  the  new 
Journal  should  provide  space  for  purely  association  material  and 
messages ;  this  means  of  contact  among  the  association  members,  as 
members,  should  not  be  lost.  If  the  Bulletin  remained,  it  would  be 
only  as  such  a  link,  being  devoted  purely  to  association  matters  and 
probably  appearing  less  often  than  at  present.  In  effect,  the  ques- 
tion is  merely  one  of  whether  the  association  material  should  appear 
in  a  sixth  section  within  the  covers  of  the  Journal,  or  in  a  separate 
publication. 

It  appears  essential  that  the  association  decide  at  this  time  whether 
it  desires  to  sponsor  a  Journal  of  the  type  just  described.  It  is  the 
hope  of  the  present  sponsors  that  it  will  do  so,  but  if  it  does  not,  it 
may  be  necessary  to  proceed  fairly  soon  with  plans  for  the  Journal, 
as  an  organ  having  no  connections  with  the  association.  During  the 
past  year  or  two,  conferences  on  this  subject  have  been  held  with 
the  officers  of  the  association,  and  it  is  believed  that  the  time  is  now 
ripe  for  a  decision  to  be  reached. 

If  the  association  sponsored  the  Journal,  it  would,  of  course,  have 
control  over  the  selection  of  the  editor,  and  such  other  control,  with 
respect  to  the  details  of  the  Journal,  as  might  be  deemed  desirable, 
after  further  consideration  of  the  matter.  On  the  other  hand,  no 
control  whatsoever  would  rest  in  the  hands  of  any  individual  or 
organization  that  might  contribute  the  supplementary  funds  needed 
for  the  support  of  the  Journal." 

That  is  the  concise  report  as  to  the  set-up  of  this  proposed  new- 
Journal,  how  it  should  be  edited,  cared  for,  etc. 

As  I  have  stated,  it  was  because  of  the  request  of  those  who  are 
interested  that  I  have  presented  this  to  you.  It  seems  perfectly  fair 
to  say  that  the  idea  may  have  found  its  origin  in  the  mind  of 
former  President,  Dr.  Seligman,  and  has  been  adopted  and  approved 
by  Dr.  Haig  and  Professor  Shoup,  as  something  that  the  association 
might  consider. 

Without  saying  what  the  executive  committee  may  have  done,  or 
anything  else,  I  am  going  to  ask  if  anyone  has  any  suggestions  as  to 
what  should  be  done,  because  it  seems  to  me  fair  that  the  National 
Tax  Association  at  this  time  give  a  definite  answer  to  those  who  are 
interested  in  this  new  journal  of  finance.  The  chair  would  be  very 
glad  to  hear  now  any  suggestions  that  may  be  made.  I  think  you 
all  read  the  Bulletin. 

I  am  going  to  say  to  you,  because  there  seems  to  be  some  hesitancy 
on  the  part  of  those  who  are  present,  that  last  evening  I  read  this  to 
the  members  of  the  executive  committee  who  were  present,  and  we 
were  fortunate  in  having  a  quorum  present,  so  that  what  the  execu- 
tive committee  did  was  within  the  authority  of  the  constitution  and 
by-laws  of  the  corporation. 
26 
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The  National  Tax  Association,  as  you  know,  has  all  of  its  affairs 
directed  through  the  executive  committee,  the  executive  committee 
being  the  all-powerful  body.  The  assumption  is,  however,  that  the 
National  Tax  Association  itself  is  the  corporation ;  that  its  members 
could  and  can  do  anything  which  the  executive  committee  can  do, 
and  perhaps  may  have  some  control  over  that  committee.  It  is  true 
that  the  executive  committee  could  act  on  this,  but  it  seemed  desir- 
able to  put  it  before  the  association. 

Now,  the  executive  committee,  I  think  it  can  be  said,  was  in  accord 
that  this  idea  had  many  elements  of  real  value;  that  such  a  thing 
might  be  possible.  There  were  three  thoughts,  however,  expressed 
rather  fully.  The  first  one  was  that  perhaps  the  sponsors  were  a 
little  bit  optimistic,  as  to  their  ability  to  maintain  a  high  standard 
of  articles,  over  a  period  of  years. 

It  is  true  that  there  are  probably  some  in  the  country  who  would 
be  willing  to  write  for  this  magazine,  which  perhaps  I  should  call 
a  Journal  of  Finance.  To  anyone  who  writes  for  a  publication  of 
this  kind,  there  are  two  things  that  immediately  spring  into  his  mind. 
The  first  one  is :  is  it  of  sufficient  value  for  me  to  contribute  the  best 
I  can,  to  this  particular  publication  ?  The  second  one  is :  do  I  want 
to  contribute  to  a  Journal  that  may  not  be  able  to  maintain  its  high 
level  of  excellence  ?  In  other  words,  it  is  not  so  easy,  when  you 
undertake  to  tell  the  world  that  you  are  going  to  have  something 
which  is  excellent  all  the  time,  to  really  maintain  that  excellence, 
without  having  a  large  number  of  talented  people  who  are  willing  to 
assist. 

The  thought  was  expressed  to  the  executive  committee,  that  there 
were  not  enough  people  in  this  country  who  would  write  articles 
which  would  maintain  the  level  which  might  be  sustained  at  the 
beginning,  when  the  fountain  was  new  and  first  tapped. 

Strangely  enough,  the  people  of  this  country,  whether  interested 
in  public  finance  or  not,  are  not  contented  to  read  the  same  thing  over 
and  over  again,  or  from  the  same  authors,  just  as  in  these  National 
Tax  Association  conferences,  you  do  not  care  to  come  to  the  con- 
ferences year  after  year  and  hear  the  same  people  talk  on  tax 
subjects.  That  is  one  thought.  The  other  thought  was  that  the 
National  Tax  Association  was  in  no  position,  financially,  to  handle 
this  kind  of  a  proposition;  that  even  the  expense  of  the  Bulletin,  as 
now  appearing,  was  more  than  the  association  could  stand,  if  it  was 
to  restore  its  financial  strength ;  and  that  something  should  be  done 
through  the  executive  committee  to  cut  the  cost  of  getting  the  present 
Bulletin  out.  It  seemed  to  be  unanimously  agreed  that  the  Bulletin 
should  be  maintained,  although  at  first  it  was  the  thought  of  some 
that  it  might  be  abandoned,  with  the  idea  of  saving  money,  but  the 
executive  committee  felt  that  there  should  be  that  link  which  con- 
nected the  members  throughout  the  months  of  the  year,  and  that  it 
should  be  continued,  with  the  cost  of  getting  it  out  cut  to  a  minimum. 
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In  respect  to  the  acceptance  of  contributions,  it  was  thought  that 
while  it  might  be  true  that  persons  would  contribute  something,  it 
did  not  seem  to  be  true  that  we  could  assure  ourselves  of  the  future, 
and  expect  continued  contributions,  without  some  thought  of  control 
by  the  givers  of  what  the  Journal  should  or  should  not  carry.  The 
executive  committee  came  to  the  conclusion,  in  view  of  all  the  un- 
certainty and  the  keen  desire  to  get  onto  a  sound  financial  basis,  by 
building  up  memberships,  cutting  the  costs  as  far  as  possible  and 
overcoming  the  S2800  deficit,  that  we  should  not  consider  any  new 
ventures,  and  that  the  most  that  should  be  done  was  to  continue  the 
Bulletin  as  cheaply  as  it  is  possible  to  continue  it ;  to  increase  our 
membership,  and  put  ourselves  in  a  stronger  financial  position 
through  contributions,  small  in  amount  but  large  in  number. 

The  sponsors  of  the  proposed  Journal  are  entitled  to  an  expression 
of  the  National  Tax  Association,  as  well  as  the  executive  committee, 
and  therefore  I  am  going  to  ask  for  a  motion,  unless  somebody  wants 
to  say  something  in  respect  to  this  proposed  Journal  of  finance. 

Mr.  Philip  Zoercher  (Indiana)  :  I  move  that  the  action  of  the 
executive  committee  be  approved. 

President  Long:  I  am  going  to  amend  that  motion,  if  I  may, 
by  saying  that  Mr.  Zoercher  moves  that  the  sponsors  of  this  new 
Journal  of  Finance  be  thanked  for  their  consideration  and  for  bring- 
ing an  outline  of  the  proposal  to  the  attention  of  the  association,  but 
that  the  association,  in  annual  meeting  assembled,  is  of  the  opinion 
that  they  should  not  engage  in  the  publication  of  a  Journal  of  Fin- 
ance, and,  while  thanking  the  sponsors  and  appreciating  their  efforts, 
believe  that  it  is  not  at  this  time  a  proper  thing  for  the  association 
to  undertake. 

Mr.  Zoercher:  I  will  accept  that. 

(Motion  duly  seconded.) 

President  Long  :  Motion  has  been  made  and  seconded.  Is  there 
anything  to  be  said  on  that  motion? 

Dr.  Simpson  (Illinois)  :  Mr.  President,  I  do  not  mean  to  debate 
the  motion,  but  I  should  like  to  offer  this  suggestion :  there  is  such 
an  urgent  demand  for  a  journal  of  the  kind  that  is  outlined  there — 
it  has  been  discussed  and  under  consideration  in  a  number  of  quart- 
ers, other  than  down  at  Columbia — and  among  the  students  in  this 
field  there  is  such  a  pronounced  view  that  sooner  or  later  they  must 
have  some  such  scientific  vehicle,  that  I  feel  perfectly  certain  that 
sooner  or  later,  whether  in  connection  with  that  promotion  or  not, 
someone  is  going  to  bring  out,  under  adequate  auspices,  a  real  journal 
of  public  finance.  While,  as  I  say,  I  have  no  intention  of  debating 
Mr.  Zoercher's  motion,  I  hate  awfully  to  see  such  a  journal  launched 
and  the  National  Tax  Association  left  out.  When  that  is  launched 
I  should  feel  awfully  disappointed  if  the  National  Tax  Association 
is  not  associated  with  it. 
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President  Long:  It  seems  to  me  that  Dr.  Simpson  has  put  his 
finger  on  the  difficulty  that  all  of  us  have.  I  think  it  can  well  be 
-aid  to  the  members  of  the  National  Tax  Association,  that  whether 
they  like  it  or  not,  students  of  taxation  naturally  do  want  this  kind 
of  a  magazine — and,  again,  I  ought  to  call  it  a  journal  and  not  a 
magazine. 

It  would  constitute  for  all  of  us,  a  current,  live,  energetic  source 
of  information,  of  a  highly  technical  and  beneficial  character ;  and 
I  for  one  should  like  it  very  much.  There  are  people  who  would 
contribute,  and  personally  I  should  be  willing  to  read,  month  after 
month,  from  the  same  people ;  but,  nevertheless,  I  have  got  to  say 
that  the  executive  committee  has  a  feeling  that  the  National  Tax 
Association  could  not  approve,  at  this  time. 

I  am  just  wondering  if  there  is  some  better  way  than  passing 
this  motion,  that  we  can  handle  this  particular  suggestion.  1  am 
open  to  any  thoughts  you  may  have  in  respect  to  that.  I  think  that 
Dr.  Simpson  has  expressed  what  is  in  the  minds  of  a  great  many  of 
us;  that  we  dislike  to  see  a  journal  of  this  character  sponsored  by 
Columbia  University  or  by  Northwestern  University,  or  what  is 
better  still,  Harvard  University,  without  the  National  Tax  Associa- 
tion having  something  to  do  with  it;  but.  we  really  have  a  problem. 
Mr.  Maxwell  started  to  rise.     I  recognize  him  first. 

Mr.  A.  J.  Maxwell  (North  Carolina;  :  I  was  going  to  ask  a 
question,  Mr.  President ;  whether  an  appropriate  answer  to  the  pro- 
posal submitted  here  might  not  be  to  refer  the  whole  matter  to  the 
executive  committee,  with  the  thought  that  if  there  were  any  further 
developments  that  might  influence  the  committee  to  change  its  mind 
about  the  proposal,  it  might  be  expedient  for  the  committee  to  give 
consideration  to  them,  whereas  it  would  not  be  possible  for  the 
National  Tax  Association  as  a  whole  to  do  it. 

President  Long  :  I  just  want  to  say  this,  on  that  point.  That  is 
the  way  we  have  been  holding  this  problem  off  for  the  last  two  or 
three  years.  We  have  been  sending  these  bed-bug  letters  for  the 
last  two  or  three  years.  We  cannot  send  them  any  longer.  We 
have  to  act.  The  executive  committee  has  acted.  Doctors  Selig- 
man,  Haig  and  Shoup  and  the  others  interested  feel  exactly  as  Dr. 
Simpson  does.  They  really  dislike  to  be  a  party  to  a  separate  pub- 
lication. They  really  want  the  National  Tax  Association  to  do  it, 
and  they  will  undertake  to  get  behind  it  and  do  everything  they  can 
to  develop  it.  It  is  because  of  that  thought,  that  they  want  the 
National  Tax  Association  to  say  yes  or  no,  because  it  has  delayed 
tins  for  so  long.  I  don"t  think  it  is  any  secret  to  say  that  Dr.  Selig- 
man  is  no  longer  young,  and  he  has  had  this  back  in  his  head  for 
many  years.     1  think  we  must  take  some  definite  action. 

Mr.  A.  J.  Maxwell  i  North  Carolina)  :  I  thought  that  those  who 
haven't  had  the  opportunity  of  giving  any  consideration  to  it  would 
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Tiesitate  to  take  action  contrary  to  that  of  the  executive  committee, 
which  I  understand  has  given  elaborate  consideration  to  it. 

Mr.  Philip  Zoercher  (Indiana)  :  I  have  not  been  a  member  of 
the  executive  committee,  at  least  not  for  several  years,  and  I  don't 
know  what  propositions  have  been  made  before,  but  we  certainly 
went  into  that  rery  carefully  last  night,  and  until  we  get  into  better 
financial  condition,  I  don't  think  we  ought  to  go  any  further  at  this 
time.  I  think  that  if  we  make  an  earnest  drive  this  coming  year 
for  membership,  possibly  in  a  year  from  now  we  may  be  in  better 
position  to  really  answer  that,  than  we  are  today.  I  think,  in  view 
of  the  careful  study  we  gave  it  last  night,  that  we  should  not  accept 
it  now. 

President  Long  :  Dr.  Simpson,  can  you  think  of  any  way  that 
we  can  change  the  motion  that  we  have  suggested,  that  would  make 
it  a  little  nicer? 

Dr.  Simpson  (Illinois)  :  I  am  not  worrying  so  much  about  mak- 
ing it  nicer  for  the  folks  down  at  Columbia,  Mr.  President ;  I  don't 
feel  that  we  are  under  any  compunctions  there.  So  far  as  I  have 
any  thought  about  it,  I  am  looking  at  it  entirely  from  my  own  stand- 
point. If  the  executive  committee  feels  that  we  cannot  participate 
in  the  plan,  I  think  we  may  as  well  say  so,  and  make  no  bones  about 
it ;  but,  it  seems  like  an  opportunity  knocking  at  the  door,  that,  as 
you  say,  has  been  postponed  from  year  to  year,  and  we  cannot  expect 
it  to  keep  on  knocking  indefinitely.  I  shall  just  feel  a  real  disap- 
pointment, if  that  thing  gets  started  and  the  National  Tax  Asso- 
ciation is  not  tied  up  with  it.  If  that  is  the  feeling  here,  there  is 
nothing  else  to  do. 

President  Long:  I  am  wondering  if  I  could  not  make  this  sug- 
gestion, without  asking  that  the  motion  which  Mr.  Zoercher  made 
be  reread.  That  is,  if  Mr.  Zoercher  won't  allow  me,  in  the  record 
somewhere,  to  put  the  motion  in  words  something  like  this :  the 
National  Tax  Association,  while  feeling  at  the  present  moment,  in 
its  present  financial  condition,  that  it  cannot  consider  sponsoring 
this  kind  of  a  journal,  is  of  opinion  that  it  would,  under  more  favor- 
able financial  conditions,  be  a  publication  which  the  National  Tax 
Association  would  look  upon  with  favor  for  sponsoring.  The  idea 
is  to  ease  it  off",  so  if  they  don't  start  it,  the  door  will  still  be  open 
to  us. 

If  Mr.  Zoercher  will  allow  his  motion  to  be  amended  to  that  ex- 
tent, somewhere  in  the  record,  my  thought  is  that  the  association 
would  in  substance  be  saying  that  they  have  got  to  say  no ;  that  they 
cannot  do  it,  but  that  if  a  journal  is  not  started,  and  the  door  is 
open  at  some  future  period,  it  appears  possible  the  association  will 
look  with  favor  on  the  proposal.  That  motion  will  then  be  re- 
drafted, so  that  it  will  convey  those  two  thoughts.  I  am  going  to 
ask  you  to  pass  on  the  motion,  but  I  am  willing  to  hear  from  anyone 
who  wishes  to  express  an  opinion. 
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Mr.  Carl  Lamb  (Pennsylvania)  :  I  should  like  to  ask  a  question. 
If  the  National  Tax  Association  were  to  undertake  to  sponsor  this 
journal,  what  additional  expense  would  the  association  incur  an- 
nually ?     Have  you  any  idea  ? 

President  Long  :  Perhaps  I  can  say  this :  so  far  as  is  known,  the 
sponsors  believe  that  the  amount  necessary  to  launch  this  journal 
can  be  obtained  by  private  subscription.  They  feel  as  Dr.  Simpson 
does,  that  after  it  is  launched  and  shows  its  excellence  and  its  char- 
acter, the  subscriptions  will  be  sufficient  to  carry  it  along  on  the 
amount  which  will  be  necessary  at  the  beginning. 

The  present  bulletin  costs  something  in  addition  to  the  printing. 
Perhaps,  Mr.  Treasurer,  you  can  tell  me  what  the  printing  is. 
There  is,  in  addition  to  the  printing,  something  perhaps  in  the  neigh- 
borhood of  $1000  additional,  required  to  get  out  the  Bulletin,  and 
incidentally  it  is  that  $1000  which  the  association  feels  it  ought  to 
save.  So,  we  are  in  the  position  where  we  want  to  save  $1000, 
instead  of  keeping  up  the  $1000  expense  or  turning  it  over,  with 
other  money,  to  carry  the  journal,  until  such  time  as  it  is  self- 
supporting. 

The  last  volume  cost  about  $2800.  Roughly,  $900  of  that,  or 
somewhere  near,  was  for  the  editorship  of  it,  and  the  balance  for 
printing  and  the  other  costs  that  went  into  it.  The  Executive 
Committee  had  in  mind  a  cost  of  perhaps  $1800  or  $1900  that  they 
wanted  to  save  if  they  could.  The  cost  of  the  editorship  is  $900  or 
$1000.  The  executive  committee  therefore  is  in  the  position  of 
wanting  to  spend  less  in  the  amount  of  money  than  they  are  now 
spending  and  of  wanting  to  try  to  save  $800  or  $1000  and  get  back 
to  a  good  financial  basis. 

Mr.  PHiLir  Zoercher  (Indiana)  :  Wouldn't  this  matter  of  a 
financial  journal  be  just  a  little  beyond  our  scope  as  the  National 
Tax  Association?  Would  we  be  getting  into  the  banker's  field,  or 
investor's  field,  or  something  of  that  kind?  I  don't  know  just  what 
the  brain  trust  had  in  mind,  when  they  made  this  proposal. 

President  Long  :  As  a  matter  of  fact,  Mr.  Zoercher,  I  think  that 
perhaps  you  do  not  mean  to  give  the  impression  which  your  question 
would  possibly  create  in  the  minds  of  some.  This  kind  of  a  would- 
be  journal,  in  my  opinion,  is  just  the  exact  medium  that  the  National 
Tax  Association  ought  to  have — I  don't  think  there  is  any  question 
about  it — and  ultimately  we  may  come  to  it.  The  certificate  of  in- 
corporation says  that  the  reasons  for  our  being  together  is  "  to 
educate  and  benefit  the  members  and  all  others  who  may  be  inter- 
ested in  the  subject  of  taxation  and  the  subject  of  public  finance, 
of  which  taxation  forms  a  part,  by  promoting  the  scientific  study 
thereof  generally,  by  the  encouragement  of  research,  by  collecting, 
preserving,  and  diffusing  scientific  information  and  knowledge  relat- 
ing thereto,  by   organizing  conferences  and  bringing  together   for 


ANNUAL  MEETING  OF  TAX  ASSOCIATION  17 

discussion  public  officials,  tax  payers  and  their  representatives, 
students,  instructors  in  universities  and  colleges,  and  others  inter- 
ested in  the  subjects  of  taxation  and  public  finance,  by  publishing 
and  distributing  reports  of  conference  proceedings  and  such  other 
books,  periodicals  and  publications  as  may  be  desirable  and  helpful, 
for  the  accomplishment  of  the  purposes  of  the  corporation ;  by  ap- 
pointing committees  for  the  investigation  of  problems  in  taxation 
and  public  finance;  by  formulating  and  announcing,  through  the 
deliberately  expressed  opinion  of  its  conferences,  the  best  informed 
economic  thought  and  ripest  administrative  experience  available  for 
the  guidance  of  public  opinion,  legislation,  and  administration,  on 
questions  relating  to  taxation  and  public  finance ;  by  acquiring,  util- 
izing, applying,  and  disposing  of  property  and  funds,  exclusively  in 
establishing,  maintaining,  improving,  and  extending  the  benefits  and 
usefulness  of  the  corporation,  through  the  accomplishment  of  its 
purposes,  and  by  promoting  better  understanding  of  the  common  in- 
terests of  national,  state,  and  local  governments  in  the  United  States 
and  elsewhere,  in  matters  of  taxation  and  public  finance  and  inter- 
state and  international  comity  in  taxation. 

The  promotion  of  the  above  declared  business  and  objects  shall  at 
all  times  be  carried  on  subject  to  the  following  conditions  and  limita- 
tions, by  which  the  corporation  and  all  who  shall  hereafter  associate 
themselves  with  it,  as  members,  as  participants  in  its  deliberations 
and  activities  and  in  its  conferences  or  otherwise,  shall  be  forever 
bound." 

That  was  drawn  purposely  to  be  broad  enough  to  cover  this  sort 
of  thing.  I  believe  the  National  Tax  Association  will  ultimately 
reach  the  level  it  has  been  striving  for — perhaps  unconsciously — 
over  this  long  period  of  years,  when  it  offers  the  opportunity  for 
freedom  of  expression  on  all  things  which  have  for  their  objective 
the  future  of  taxation,  the  practice  of  taxation,  and  in  connection 
with  that,  the  very  best  thought  that  can  be  obtained  in  the  civilized 
world,  for  that  matter,  on  what  is  being  done.  I  should  like  to  see 
this  Journal.  I  should  like  to  drive  a  Cadillac,  but  I  cannot  afford 
it,  and  therefore  I  have  to  drive  a  Ford,  which  at  least  furnishes 
transportation,  if  not  elegance. 

Is  there  anything  further  to  be  said?  The  motion  is  remote 
enough  now,  so  that  very  few  of  us  know  what  it  says  in  words,  but 
you  have  it  in  thought. 

All  those  in  favor  of  the  motion  signify  by  saying  aye. 

(Ayes.) 

President  Long  :  Opposed,  no. 

(Noes.) 

President  Long  :  The  ayes  have  it. 

Secretary  Query:  What  have  you  adopted? 
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President  Long:  A  motion  that  we  are  subsequently  going  to 
redraft.  I  am  obliged  to  you  for  your  patience  on  tbat.  It  is  some- 
thing that  was  necessary  for  you  to  act  on.  I  am  very  glad  indeed 
for  the  expressions  given  by  Dr.  Simpson,  and  the  opportunity  I 
had  of  speaking  on  it. 

(The  resolution,  subsequently  drafted,  is  as  follows) 

'*  The  National  Tax  Association  in  its  twenty-eighth  annual  meet- 
ing assembled  desires  to  express  its  thanks  to  the  sponsors  of  the 
Journal  of  Public  Finance,  for  bringing  to  the  attention  of  the 
National  Tax  Association  the  possibilities  in  this  field  and  the  assur- 
ance that  every  possible  help,  literary  and  financial,  will  be  given 
to  the  National  Tax  Association,  if  it  assumes  the  sponsorship  of 
the  Journal  of  Public  Finance. 

"  The  members  of  the  association,  while  they  feel  that  the  sugges- 
tion is  a  worthy  one ;  that  it  is  the  kind  of  an  activity  to  which  the 
National  Tax  Association  could  well  devote  itself,  are  of  opinion 
that  in  view  of  its  present  financial  situation,  together  with  the  un- 
certainty as  to  its  ability  to  develop  the  Journal  of  Public  Finance 
in  the  manner  suggested,  while  expressing  appreciation  of  the  oppor- 
tunity, it  is  nevertheless,  for  the  best  present  interests  of  the  National 
Tax  Association  to  decline  at  this  time  to  engage  in  any  such  pro- 
ject, although  keenly  appreciative  of  the  thought  of  those  suggesting 
the  Journal  of  Public  Finance  and  feeling  disappointment  that  they 
are  not  now  in  a  position  to  consider  more  favorably  the  sponsoring 
of  such  a  journal." 

Are  there  any  other  reports  to  come  before  this  meeting?  If  not, 
unless  I  am  mistaken,  Mr.  Secretary,  the  next  business  is  the  matter 
of  the  report  of  the  nominating  committee.  I  recognize  Mr.  Max- 
well, in  the  absence  of  Mr.  Fairchild,  who  was  obliged  to  get  back 
to  see  that  none  of  the  students  of  Yale  escaped  from  the  enclosure. 

Mr.  A.  J.  Maxwell  (North  Carolina)  :  Members  of  the  National 
Tax  Association :  as  the  President  has  explained,  by  a  process  of 
elimination  it  falls  to  my  lot  to  present  another  report.  Dr.  Fair- 
child  had  to  leave  late  this  afternoon.  He  was  chairman  of  the 
committee  on  nominations  and  the  nominations  that  will  be  submitted 
represent  the  unanimous  opinion  of  that  committee. 

For  President  of  the  association  for  the  ensuing  year,  the  Chair- 
man of  the  State  Board  of  Tax  Commissioners  of  the  State  of 
Indiana,  an  enthusiast  for  protection  against  extravagance  of  local 
governments,  who  has  attended  every  meeting  of  the  National  Tax 
Association  for  the  last  fifteen  years,  at  present  Vice-President  of  the 
National  Tax  Association,  and  who  owes  his  success  in  life  to  his 
good  wife  from  North  Carolina — the  Honorable  Philip  Zoercher. 

For  Vice-president,  the  Chairman  of  the  State  Tax  Commission 
of  the  State  of  Maryland,  an  authority  on  judicial  decisions  and  par- 
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ticularly  on  all  refinements  relating  to  taxation  of  intangibles,  who 
has  attended  more  conventions  of  the  National  Tax  Association  than 
any  of  us  remember,  and  is  a  friend  and  favorite  of  all,  the  one  and 
only  Judge  Oscar  Leser. 

For  Secretary,  the  man  who  makes  the  wheels  go  round  for  the 
.National  Tax  Association  and  for  the  South  Carolina  Tax  Com- 
mission, and  who  is  not  responsible  for  his  birth  across  the  line  in 
South  Carolina — my  friend  Walter  G.  Query. 

For  Treasurer,  effective  October  31,  1935,  Robert  J.  Eby  of  New 
York,  associate  and  successor  of  Alfred  E.  Holcomb,  the  friend  of 
every  man  who  ever  attended  a  session  of  the  National  Tax  Asso- 
ciation. 

For  members  of  the  executive  committee,  for  terms  expiring  in 
1938: 

R.  Wayne  Newton.  Michigan. 
Virgil  H.  Gibbs,  Ohio. 
Milbank  Johnson,  California. 

For  honorary  members  of  the  executive  committee: 

J.  T.  White,  Toronto,  Canada. 

L.  I.  McMahon,  Montreal,  Canada. 

I  move  the  election  of  these  gentlemen. 

I  know  of  nothing  more  complimentary  I  could  say  of  them  than 
to  express  the  hope  and  confidence  that  if  elected,  they  will  serve  the 
association  for  the  next  year  with  as  complete  satisfaction  as  have 
its  present  officers. 

President  Loxg  :  You  have  heard  the  reading  of  the  report  of 
the  nominating  committee,  so  ably  given  by  its  chairman.  Does 
anybody  now  take  exception  to  the  eulogisms  placed  by  the  nomin- 
ating committee  upon  any  of  these  prospective  victims  ?  If  so,  now 
is  the  opportunity,  or  else  they  must  forever  hold  their  peace. 

Shall  we  vote  for  them  en  bloc,  or  separately  ?  I  am  suggesting 
that  perhaps  we  do  it  by  voting  for  all. 

Mr.  Farwell  Knapp  (Connecticut):  I  move  that  the  President 
cast  one  ballot  for  the  nominations  as  read. 

I  Motion  duly  seconded.) 

President  Loxg:  It  has  been  moved  and  seconded  that  the  Presi- 
dent cast  one  ballot  for  the  nominations  as  read,  which  I  take  it 
carries  with  it  the  acceptance  of  the  report  of  the  committee  on  nomi- 
nations.    All  those  in  favor  of  that  motion  indicate  by  saying  aye. 

(Ayes.) 

President  Long:  Opposed,  no. 
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President  Long  :  It  is  a  motion.  The  President  hereby  casts  the 
ballot,  and  by  the  casting  of  that  ballot  you  have  elected  Mr.  Philip 
Zoercher  as  President  of  the  association,  Mr.  Oscar  Leser  as  Vice- 
president  of  the  association,  Mr.  Walter  G.  Query  as  Secretary  of  the 
association,  Mr.  Robert  J.  Eby  as  Treasurer  of  the  Association,  Mr. 
R.  Wayne  Newton  of  Michigan,  as  a  member  of  the  executive  com- 
mittee, Mr.  Virgil  H.  Gibbs  of  Ohio,  as  a  member  of  the  executive 
committee,  and  Mr.  Milbank  Johnson  of  California,  as  a  member 
of  the  Executive  Committee,  with  Mr.  J.  T.  White  of  Toronto  and 
Mr.  L.  I.  MacMahon  of  Montreal,  as  honorary  members  from 
Canada,  those  two  to  hold  office  for  one  year  only,  and  Mr.  Eby 
to  be  Treasurer  as  of  the  close  of  the  day  October  31,  1935. 

We  will  now  have  the  pleasure  of  inducting  these  new  officers  into 
their  official  chairs,  which  is  an  occasion  of  great  moment,  and  I 
am  going  to  suggest,  because  it  requires  a  man  to  escort  a  man, 
that  the  secretary,  Mr.  Query,  be  instructed  to  escort  Mr.  Philip 
Zoercher  to  the  platform. 

(Secretary  Query  escorts  Mr.  Philip  Zoercher  to  the  platform.) 

President  Long:  This,  gentlemen,  is  your  new  President. 

I  am  going  to  suggest  that  Mr.  Cushing,  of  Chicago,  being  a  care- 
ful and  conscientious  corporation  lawyer,  whom  I  can  trust  to 
bring  the  proper  victim  to  the  altar,  escort  Mr.  Oscar  Leser  to  the 
platform. 

(Mr.  Cushing  of  Illinois  escorts  Mr.  Oscar  Leser  to  the  platform.) 

President  Long  :  Gentlemen,  I  introduce  to  you  your  Vice-presi- 
dent, Mr.  Oscar  Leser,  and  if  these  two  gentlemen  will  stand  up  I 
will  present  to  you  your  President  and  your  Vice-president  for  the 
ensuing  year.     Mr.  Query,  I  suggest  that  you  also  stand  up. 

Now,  as  to  the  executive  committee,  I  am  not  certain  that  any  one 
of  the  three  new  members  is  in  the  room,  and  therefore  they 
will  have  to  be  inducted  into  office  in  absentia,  but  Mr.  McMahon 
of  Montreal,  Canada,  is  present,  and  he  will  stand,  so  that  we  can  see 
his  smiling  countenance. 

Now,  I  am  going  to  turn  the  meeting  over  to  you,  Mr.  President, 
and  suggest  that  if  anyone  wants  to  invite  the  conference  some- 
where next  year,  this  may  be  the  time  to  do  it. 

Secretary  Query  :  We  want  a  speech  from  Zoercher,  first. 

Voices  :  Speech. 

Retiring  President  Long:  I  am  sorry  I  forgot  that. 

President-elect  Philip  Zoercher:  Mr.  Long  and  members  of 
the  association ;  I  appreciate  this  honor  that  has  been  given  me  and 
I  assure  you  that  as  far  as  I  am  concerned,  I  will  do  everything 
in  my  power  to  see  that  the  coming  year  will  be  possibly  as  sue- 
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■cessful,  if  not  a  little  bit  more,  than  the  past  year.  Yours  was  a 
splendid  year  and  it  will  take  hard  work  to  do  better  work  than 
you  did,  but  I  will  try,  with  my  friend  Leser  here,  and  others,  to 
make  the  best  showing  we  can,  in  the  coming  year.  Mr.  Leser, 
have  you  anything  to  say? 

Retiring  President  Long  :  Before  the  Vice-president  speaks, 
may  I  read  a  telegram  from  Franklin  S.  Edmonds,  a  former  presi- 
dent of  this  association,  in  which  he  says : 

Sincerest  greetings  to  you  and  the  National  Tax  Association. 
Mrs.  Edmonds  and  I  regret  very  greatly  that  we  are  not  with 
you,  but  we  send  you  our  heartiest  good  wishes  for  a  profitable 
convention  and  an  enjoyable  experience.  Please  give  my  sin- 
cerest regards  to  Judge  Zoercher  and  tell  him  how  glad  we  will 
all  be  to  follow  his  leadership  for  the  next  year. 

Franklin  S.  Edmonds. 

President-elect  Zoercher  :  Your  Vice-president,  Mr.  Leser. 

Vice-president-elect  Oscar  Leser  :  I  think  it  is  the  rule,  cer- 
tainly in  the  Federal  Government,  that  the  Vice-presidents  should 
be  seen  and  not  heard.  It  so  happens  that  this  delightful  wholly  un- 
solicited and  unexpected  honor  comes  to  me  as  a  birthday  gift,  that 
event  having  happened  yesterday.  It  also  is  the  celebration  of  my 
arrival  at  the  age  of  maturity,  because  a  few  weeks  ago  I  celebrated 
my  twenty-first  anniversary  as  a  member  of  the  State  Tax  Com- 
mission. 

I  have  been  coming  to  these  conferences  since  the  meeting  in 
1908.  That  meeting  took  place  at  Toronto.  We  had  with  us  the 
old  familiar  figures,  Mr.  Foote,  the  founder  of  the  association,  Gov- 
ernor Bliss,  Mr.  Holcomb,  Mr.  Whitney  and  others  who  have  passed 
on — Mr.  Lord  of  Minnesota,  Mr.  Howe  of  Kansas,  and  others. 

My  recollection  goes  back  to  some  thoughts  that  are  pleasant  and 
other  thoughts  that  bring  sad  memories.  I  recall  the  fact  that  my 
inspiration  in  the  field  of  taxation  came  from  two  men,  one  of  whom 
has  passed  on.  I  read  that  Richard  T.  Ely  is  still  living,  and  I 
believe,  at  the  age  of  seventy-eight,  took  unto  himself  a  second  wife, 
so  he  must  be  either  very  vigorous  or  otherwise.  The  other  man 
who  gave  me  inspiration  was  Mr.  Tommy  Adams.  I  recall  back  in 
1907,  when  there  was  a  proposal  in  my  City  of  Baltimore  to  install  a 
legislative  reference  bureau,  on  the  model  of  the  Wisconsin  plan 
founded  by  Dr.  Charles  McCarthy,  that  on  that  occasion  Dr.  Ely 
came  on,  and  in  a  speech,  reminded  us  that  back  in  1888  he  had 
been  the  chairman  of  a  commission  that  had  made  a  report  on 
taxation  in  Maryland.  He  remarked  incidentally  that  he  presumed 
that  we  had  forgotten  it  and  that  it  might  be  resting  somewhere 
under  an  inch  of  dust.  After  the  meeting,  I  went  up  to  him  and 
said  there  was  one  copy  of  that  report,  that  had  no  dust  on  it,  and 
it  was  the  copy  I  had  been  studying. 
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Then,  there  was  Mr.  Adams,  who  incidentally  was  born  in  a 
place  which  is  now  in  the  City  of  Baltimore.  He  always  told  me 
that  he  was  practically  born  in  Baltimore,  if  you  know  what  that 
means.  He  was  born  outside  of  the  then  limits.  However,  as  a 
student  at  Johns  Hopkins,  his  thesis  for  the  doctorship  was  on  taxa- 
tion in  Maryland.  It  was  a  most  admirable  treatise.  It  was  like 
a  text  book ;  and  that  gave  me  a  great  impetus,  so  that  I  have  had 
an  interest  in  this  work  all  these  years.  I  have  not  had  to  be  in 
this  class  of  work  but  I  have  preferred  to  be  in  it,  and  I  love  the 
work.  1  have  taken  a  deep  interest,  as  you  know,  in  the  matter 
of  bank  taxation.  The  fact  is  that  my  state  has  no  special  stake 
in  the  matter.  We  are  in  no  danger  ;  but  it  is  a  pleasure  to  serve 
in  that  work,  and  there  is  something  to  be  done,  and  I  am  going  to 
keep  on,  until  something  is  done. 

Gentlemen,  I  thank  you  very  much  for  being  so  patient.  I  shall 
try  to  do  the  share  assigned  to  me. 

President-elect  Philip  Zoercher:  The  first  regular  business 
that  will  now  come  before  us  will  be  the  invitations  that  may  be 
extended  for  the  holding  of  the  next  national  tax  conference.  If 
there  is  anyone  who  has  an  invitation  to  extend,  we  will  heard  him 
now. 

Mr.  Cameron  (  Indiana)  :  I  am  very  happy  to  have  the  privilege 
of  extending  to  the  National  Tax  Association  an  invitation  to  come 
to  Indiana  in  1936.  There  are  innumerable  reasons  why  you  should 
come  to  my  state.  It  would  take  more  than  twenty  minutes  to  go 
over  them  all,  but  I  might  state  two  that  are  very  important,  one 
being  that  we  are  so  centrally  located.  The  center  of  population  of 
the  country  is  only  some  thirty  or  forty  miles  west  of  Indianapolis. 
The  other  reason,  far  more  important,  is  that  for  years  you  have 
been  hearing  of  what  is  publically  known  as  the  Indiana  Plan,  from 
our  worthy  commissioner  and  new  President,  and  it  would  be  very 
valuable,  I  think,  to  the  association  to  come  to  Indiana  and  actually 
see  the  working  of  this  plan. 

I  have  a  lot  of  communications  from  various  civic  organizations, 
the  Mayor  of  Indianopolis,  and  miscellaneous  data  of  various  kinds,, 
on  hotels  and  transportation  facilities,  which  I  will  not  take  the 
trouble  to  read  to  you  but  will  turn  over  to  the  secretary,  but  I 
should  like  to  read  the  letter  from  his  Excellency,  our  Governor. 
if  you   will  be  patient  with  me  for  that  period: 

October  9,  1935. 
The  National  Tax  Association. 
Oklahoma  City,  Oklahoma. 

Gentlemen : 

It  gives  me  great  pleasure  to  extend  greetings  on  behalf  of 
the  State  of  Indiana  to  the  National  Tax  Association  in  con- 
vention assembled.     The  State  of  Indiana  joins  with  the  Indian- 
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apolis  Convention  and  Publicity  Bureau  and  other  agencies,  in 
extending  a  most  cordial  invitation  to  your  organization  to  meet 
in  Indianapolis  in  1936.  I  shall  be  very  glad  indeed  to  welcome 
you  to  Indianapolis. 

Cordially  yours, 

Paul  V.  McNutt. 

I  speak  to  you  personally,  as  one  of  the  boys  in  the  front  line 

trenches.  In   other   words,    I    can  assure   you,    I    feel   that   Indiana 

needs  this  conference  and  the  conference.  I  feel,  needs  to  come  to 
Indiana. 

President-elect  Philip  Zoercher:  Any  others? 

Mr.  Richardson  (Oklahoma)  :  On  behalf  of  the  Chamber  of 
Commerce  and  the  City  of  Oklahoma  I  want  to  extend  to  you  an 
invitation  to  return  next  year. 

President-elect  Philip  Zoercher:  Where  is  the  Florida  man? 
He  had  an  invitation.     Are  there  any  others? 

( no  response.  ) 

President-elect  Philip  Zoercher:  Have  you  anything,  Mr. 
Secretary  ? 

Secretary  Query  :  Mr.  President,  I  have  invitations  from  New 
York,  Rochester,  Miami,  Detroit,  Memphis,  Minneapolis,  Nashville, 
Chicago,  Xew  Orleans,  Pittsburgh  and  from  various  other  cities. 
The  executive  committee  will  not  lack  for  invitations,  in  fixing  the 
place  of  the  next  conference,  if  it  should  not  go  to  Indianapolis. 

President-elect  Philip  Zoercher:  These  invitations  will  all  be 
considered  by  the  executive  committee,  at  the  proper  time,  and  I 
think  it  is  generally  in  the  month  of  February,  when  it  will  be 
determined  where  the  next  conference  will  be  held, 

I  am  sure  that  the  entire  membership  appreciates  the  fine  work 
that  has  been  done  by  our  friend  Mr.  Long.  In  the  meeting  last 
night,  to  show  his  fine  spirit  in  making  his  contribution  to  the  work, 
when  we  were  considering  the  matter  of  saving  some  money  in 
publishing  the  Bulletin,  he  agreed  that  he  would  take  the  editorship 
of  that  Bulletin  and  do  it  without  pay,  so  there  would  be  a  $900 
saving,  or  something  along  that  line. 

Another  thing:  it  was  said  that  he  got  forty  subscribers  to  mem- 
bership in  this  organization  during  the  past  year.  If  we  would  all 
do  our  part,  and  see  that  our  own  states  have  the  proper  member- 
ship in  this  great  organization  that  has  done  so  much,  I  think  that 
we  might  be  able,  in  the  near  future,  to  do  what  our  good  friends 
have  suggested  we  ought  to  do,  in  reference  to  extending  the  work 
of  this  Bulletin. 
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Mr.  McMahon,  from  Montreal,  have  you  anything  to  say? 

Mr.  L.  I.  McMahon  (Montreal,  Canada)  :  Mr.  Chairman  and 
gentlemen ;  I  appreciate  very  much  the  invitation  to  say  a  few  words, 
because  I  have  been  severely  reprimanded  through  the  week  for  not 
having  spoken  at  this  convention.  My  position  is  just  the  opposite 
of  the  foreigner  who  was  over  from  Ireland  and  came  to  New  York. 
He  met  a  friend  there,  who  was  very  glad  to  see  him,  of  course, 
and  after  they  had  shaken  hands  and  exchanged  opinions  on  this, 
that  and  the  other  thing,  he  was  invited  up  to  see  his  friend.  The 
Irishman  says,  "  I  am  only  just  over  here."  "  I  don't  know  where 
you  live."  His  friend  said,  '  That  is  nothing  at  all ;  any  child 
can  find  his  way  around  New  York ;  it  is  the  easiest  city  in  the 
world."  He  says,  '  You  can  get  on  the  elevated  and  go  up  to 
179th  Street;  when  you  get  off  the  car,  cross  right  over,  and  that 
is  where  I  live.  It  is  a  big  apartment  house,  and  you  go  through 
the  door.  In  the  corner  you  will  see  what  they  call  over  there  the 
indicator,  and  on  that  indicator  you  will  see  all  the  names,  alpha- 
betically, and  opposite  my  name  you  will  see  a  button.  When  you 
find  my  name  on  that  indicator,  you  twist  the  button  with  your 
left  elbow,  and  then  you  take  the  elevator  up  to  the  floor  I  live  on ; 
you  will  find  another  indicator  up  there,  and  you  do  the  same  thing, 
but  this  time  you  press  the  button  with  your  right  elbow."  His 
friend  from  across  looked  at  him  in  wonderment,  and  he  says, 
"  What  is  all  this  about  ?  I  press  the  first  button  with  my  left  elbow, 
and  the  next  one  with  my  right ;  what  do  you  think  I  am,  a  crippled 
man?  Why  can't  I  use  my  finger?"  His  New  York  friend  said, 
"  For  the  sake  of  goodness,  you  are  not  thinking  of  coming  up  to 
see  me  empty-handed,  are  3'ou  ?  " 

Some  sixteen  years  ago  Mr.  Holcomb  was  very  desirous  that  our 
company  should  be  a  member  of  this  association  and  that  we  should 
attend,  if  possible,  its  meeting,  once  a  year.  Out  of  deference  for 
the  opinion  that  we  held  of  Mr.  Holcomb,  the  same  as  you  have  held 
all  these  years,  I  have  been  an  attendant,  I  think,  of  no  less  than 
eleven  occasions,  out  of  the  sixteen.  I  have  always  been  very,  very 
well  received,  although  I  had  nothing  to  bring;  my  arms  were  en- 
tirely empty ;  but  I  assure  you  that  I  did  not  go  back  home  that  way, 
because  the  problems  that  are  yours  today  will  be  ours  tomorrow. 

I  can  remember  when  old  Colonel  Gates  of  Texas,  a  massive  man, 
when  I  was  quite  much  smaller  than  I  am  today,  in  White  Sulphur 
Springs,  took  me  under  the  arms  and  lifted  me  over  onto  the  sofa 
and  sitting  alongside  of  me  said,  "  Son,  go  over  your  troubles."  I 
learned  more  from  Colonel  Gates  than  any  other  man,  and  I  learned 
a  great  deal  from  other  men  too,  and  I  have  pestered  a  great  number, 
through  all  these  years,  with  my  problems,  and  through  their  experi- 
ence they  have  often  been  able  to  give  me  an  answer  or  show  me 
the  way  out.  So,  I  have  frankly  received  much  benefit  from  this 
organization ;  and  I  wonder  why  so  many  people  in  your  own  coun- 
try don't  take  the  same  advantage  of  it. 
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I  am  sure,  now  that  you  have  honored  me  and  my  country,  by 
naming  me  as  an  honorary  member  of  your  executive  committee, 
that  I  shall  be  taxed  one  hundred  percent  of  the  value  I  have  received 
from  your  association.  If  I  can  bring  that  much  service  I  assure 
you  it  will  be  a  worthy  service.  I  doubt  if  that  is  possible.  Not 
even  an  Irishman  can  do  the  miracle  suggested.  My  company  will, 
I  am  sure,  appreciate  the  honor  and  be  pleased  to  allow  me  to  per- 
suade them,  because  they  say  I  have  some  power  of  persuasion — 
they  cannot  see  the  benefits  altogether  themselves,  but  I  know  it 
is  there — and  I  have  always  made  them  believe  there  was  benefit 
to  be  received,  because  they  know  me  to  be  truthful.  That  is  some- 
thing to  say.  So,  I  hope  I  shall,  in  the  future,  be  with  you  many 
times  again,  always  to  profit  by  my  visit  and  to  enjoy  the  company 
that  I  so  love  to  be  in,  than  which  I  find  no  other  better.  I  thank 
you  sincerely. 

President-elect  Philip  Zoercher:  I  want  to  assure  you  that 
we  appreciate  what  you  have  said  and  I  want  you  to  send  greetings 
to  our  friend  White  over  at  Toronto,  in  your  neighboring  province. 

Mr.  L.  I.  McMahon  (Montreal,  Canada)  :  I  should  have  said  and 
I  intended  to  say,  Mr.  Chairman ;  it  was  an  additional  honor  to  be 
associated  with  such  a  man  as  John  White,  whom  this  association 
knows  well. 

President-elect  Philip  Zoercher:  Tell  John  White  we  missed 
him  and  that  he  should  attend  the  next  meeting,  wherever  it  is  held. 

Xow,  is  there  anything  else? 

I  did  not  quite  respond  to  my  good  friend  Mr.  Maxwell,  from 
North  Carolina.  Of  course,  I  don't  blame  him  for  bringing  out  that 
my  good  wife  is  a  native  of  his  good  state,  and  that  possibly  a  part 
of  my  success  is  due  to  the  fact  that  I  have  lived  with  her  for  more 
than  forty  years. 

Xow,  is  there  anything  else  ? 

Mr.  Secretary,  do  you  want  to  say  something  about  this  gavel, 
here? 

Secretary  Query  :  Mr.  Maxwell  has  had  much  more  to  say  about 
this  gavel  that  I  have.  This  is  my  own  handiwork.  At  the  past 
two  conferences  I  have  presented  gravels  to  Mr.  Holcomb  and  to 
Mr.  Edmonds  and  I  wish  to  present  now  to  my  friend  Henry  Long 
the  gavel  and  the  block  he  has  used  here  in  calling  this  conference 
to  order.  I  want  to  give  it  to  him  with  my  very  sincerest  love  and 
regards.  I  have  worked  with  him  pleasantly  and  closely,  for  a  good 
many  years,  and  I  hope  that  our  friendship  will  continue  to  be 
cemented  in  the  same  way  that  the  bark  is  cemented  to  this  block 
of  wood. 

Retiring  President  Long:  I  thank  you,  Mr.  Query.  It  is  a  very 
great  pleasure  to  have  this  expression  of  good  will,  and  I  assure 
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you  that  it  will  be  used  only  for  the  purpose  of  cracking  down  on  a 
recalcitrant  tax  payer  and  not  upon  any  ideas  of  the  tax  association. 
While  the  wood  is  called  sourwood,  that  effect  is  lost  entirely  in 
the  very  sweet  way  in  which  you  have  presented  this  to  me,  and  I 
accept  it  in  exactly  the  same  spirit. 

President-elect  Philip  Zoercher:  I  want  the  members  to  be 
free  at  any  time  to  make  suggestions.  If  they  are  interested  in  the 
problems  and  have  suggestions,  the  Executive  Committee  will  be 
glad  to  welcome  any  suggestions. 

Have  you  anything,  brother  from  Connecticut  ?  Mr.  Bliss,  have 
you  any  word  before  we  adjourn? 

Zenas  W.  Bliss  (Rhode  Island)  :  I  really  didn't  have  anything 
to  say,  but  I  want  to  refute  the  charge  of  coming  from  Connecticut. 

Preiuent-elect  Philip  Zoercher:  Good  old  Rhode  Island! 

Zenas  VV.  Bliss  (Rhode  Island)  :  If  I  may  be  allowed,  I  should 
like  to  say  a  word  or  two  in  appreciation  of  the  services  that  have 
been  rendered  by  a  distinguished  representative  of  New  England, 
our  past  President. 

It  has  been  my  fortune  to  attend  many  of  these  conferences,  and 
I  have  never  seen  any  that  were  any  more  skillfully  handled  than 
this  one  has  been,  and  I  want  to  say  to  Mr.  Long,  coming  from 
New  England  as  he  does,  that  I  felt  proud  all  the  time,  of  the  product 
that  New  England  had  sent  out  here  to  this  part  of  the  country,  to 
show  you  what  we  can  do  in  New  England. 

I  was  very  glad  myself  to  come  here  to  see  what  was  going  on, 
■d>  the  last  time  I  was  here  was  in  1887.  Of  course,  the  territory 
had  not  been  opened  then,  and  I  went  through  this  part  of  the  coun- 
try with  a  six-shooter  in  one  hand  and  a  Winchester  in  the  other, 
and  I  am  very  glad  to  see  the  inroads  that  civilization  has  made  on 
the  community. 

I  am  glad  to  have  this  opportunity  to  express  my  appreciation  of 
the  work  that  Commissioner  Long  has  done  for  this  association. 

President-elect  Philip  Zoercher:  1  just  want  to  say  for  Gov- 
ernor Bliss  that  he  is  from  Rhode  Island  now,  but  he  was  born  in 
Texas. 

The  meeting  is  now  adjourned. 

(Adjournment.) 
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